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The tool chest that travels Not since the fevered’ 


of the dog muzzle has anything been as warmly welcomed by servicemen 
as the new 1960 Dodge Tradesman. 

With good reason, too. The Tradesman is literally a workshop on 
wheels—a go-anywhere, do-anything shop-away-from-the-shop. 

Its vertical and horizontal compartments carry most of the tools you’ll 
need on any job—and keeps them locked up. Swing down the horizontal 
door, and you’ve made yourself a handy workbench. ig 

Plenty of pick-up load space, too—with lockable sliding roof available 
to keep whatever you carry safe and dry. 

Options? How about power steering . . . push-button transmission .. . 
choice of gas-squeezin’ Six or powerful V-8? 

Your Dodge dealer can tell you even more good things about it. Talk 
to him—find out why you can always... 


oerevo ow DODGE 
TQ SAVE YOU MONEY IN TRUGKS 


ere’s the service truck that masters any kind of weather, any kind of terrain 
. . the rugged Dodge W500 4 x 4 Power-Wagon, with special utility body. 
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ludes only new stations on 
w sites placed in operation since 


NUARY 1, 1950. 
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OCOTILLO 


NEW 
OCOTILLO 
POWER 
PLANT 


The Arizona Public Service Company has recently placed 
in service Units No. 1 and No. 2 at its new Ocotillo Steam- 
Electric Generating Plant. Each of these units is rated at 
110,000 kw capacity and a third of the same size is planned 
for later service. Located in the city of Tempe, eleven miles 
east of Phoenix, this modern, outdoor plant was planned 
and erected by Ebasco Services Inc. 

Plant and operating costs are expected to be materially 
reduced by designing the station for the operation of all 
units from one central control room. 

Steam for the two turbine-generators, now in service, 
is supplied by C-E Steam Generating Units of the radiant, 
reheat design. A cross-sectional elevation and brief descrip- 
tion of these units appears on the opposite page. 


COMBUSTION ENGINEERING 


Combustion Engineering Building * 200 Madison Avenue, New York 16, N. Y. 


ALL TYPES OF STEAM GENERATING, FUEL BURNING AND RELATED EQ! 
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The C-E Unit shown here is one of two dupli- 
cate units now in service at the Ocotillo Plant. 
It is a radiant, reheat boiler with pressurized 
furnace. The reheater surface is located in 
the first pass of the boiler above the sec- 
ondary superheater section. Primary super- 
heater surface is in the rear boiler pass and 
economizer surface is located directly below 
the primary superheater. Regenerative air 
heaters follow the economizer section. The 
boiler is arranged for gas or oil firing using 
tilting, tangential burners. The design will per- 
mit changing to future coal firing if desired. 
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with the Codltors 


T is difficult, as well as risky, to make 
dogmatic assumptions about financial 
investment at any time, in any place, and 
for any form of enterprise. We need only 
recall certain blue-chip securities of two 
or three decades ago, which are no longer 
even on “the board” of our leading stock 
exchanges, to realize the truth of the old 
maxim that nothing is permanent except 
change itself. 


It is almost a part of this rule of change 
that the speculative investment of yester- 
day may become the blue chip of today 
and the “has been” of tomorrow. Some 
railroad securities have run this whole 
gamut within a relatively brief span of 
years. But the unpredictable and there- 
fore puzzling aspect of such changing 
fortunes is the demonstrable fact that the 
evolution process does not always continue 
in the same direction. Some enterprises 
which may flourish, and then get into 
trouble, have later turned around in the 
opposite direction to go on to a period 
of record-breaking affluence. The natural 
gas industry emerging from the doldrums 
of the old manufactured gas industry is 
a good contemporaneous example that in- 
vestment opportunities do “come back”’ 


Fabian Bachrach 
FREDERICK W. PAGE 


when there is a good economic reason 
behind their reactivation. 


- is, therefore, with some degree of 
trepidation that we present as the lead- 
ing article in this issue a rather pessimistic 
outlook on the future of United States 
and other foreign investment in the utility 
business in Latin America. There is little 
doubt that the present signs all seem to 
be pretty discouraging. In recent months 
we have had recurrent reports of the 
difficult position of American-owned util- 
ity properties in Cuba, beseiged by the 
increasingly red-tinted dictatorship of 
Fidel Castro. 


THE most hopeful indication is that 
some of these American-owned and for- 


* eign interests in the Latin American util- 


ity businesses may be able to get out of 
them on a fair and reasonable basis. Last 
month the Belgium holding company, So- 
fina, announced that it was selling its 40 
per cent of outstanding shares in Mexican 
Light & Power Company. In Mexico it 
seems to be the intent of the government 
to deal fairly with foreign-owned enter- 
prises but certainly not to encourage their 
expansion under foreign control. 


ELSEWHERE the pattern has a darker 
hue. We recall what happened during 
the Peron régime in Argentina, what hap- 
pened in Nicaragua and other places south 
of the border. So it is at least fair to ask 
the question whether the handwriting is 
on the wall for private company invest- 
ment in public utilities in Latin America. 
The author of the article along this line 
in this issue is HERBERT BRATTER, Of 
Washington, D. C., who has done con- 
siderable traveling and studying to get 
firsthand information. Mr. BRATTER may 
be recalled by some readers for articles 
which appeared in the ForTNIGHTLY fol- 
lowing his visit to Mexico in 1954; also 
his article, entitled ‘““Barcelona—A Span- 
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HERBERT BRATTER 


ish Lesson for Investors,” in 1953. He 
has also had articles in this publication on 
the Eximbank and the World Bank. 


Me: BRATTER was born and educated 
in New York city (City College of 
New York and Columbia University 
School of Business). He is a statistician 
and economist who has worked for gov- 
ernment and business interests in such 
places as China, Buenos Aires, and To- 
kyo. He has also been a special lecturer at 
the Georgetown University School of 
Foreign Service. 


Sucu is the resilience of American 
enterprise, however, that we would not 
attempt to underwrite our own author’s 
unfavorable predictions, despite all the 
presently gloomy signs on the horizon. 
Who can tell what the next turn of the 
international wheel will bring? Foreign 
investment in utility business enterprise, 
especially in Latin America, is admittedly 
under a shadow in these days of riots and 
revolutions. But the fact is that these 
utility services were pioneered, founded, 
and installed in Central and South Amer- 
ican countries, largely on the basis of for- 
eign investment. The day may come again, 
and it may come soon, when these govern- 
ments will feel the need for encouraging 
a revival of foreign investment. 


* * * x 
hegre W. PaGcE is one of those 


utility investment specialists who takes 
an optimistic view and refuses to be dis- 
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turbed by adverse signs even from very 
respected orthodox sources. What is more, 
Mr. Pace, whose article on the outlook 
for utility investment in the United States 
begins on page 25, is certainly no im- 
practical visionary. He is a hardheaded 
businessman who has for many years had 
a tremendous responsibility for a utility 
investment portfolio of a very large in- 
vestment organization. He has refused to 
be impressed, for example, by the fre- 
quent repetition of the warning that utili- 
ties are especially vulnerable to inflation. 
His experience and his article in this issue 
point to the contrary. 


Mr. Pace is a partner of J. & W. Selig- 
man & Co. and vice president of Tri-Con- 
tinental Corporation, New York city, and 
is responsible for the supervision of se- 
curity research not only in the utility field 
but in other industrial fields. A native of 
New Jersey, he is a graduate of Dart- 
mouth (AB, ’30) and Harvard Business 
School (MBA, ’32). He is a director of 
the Brooklyn Union Gas Company and 
a financial adviser to the Atlantic City 
Electric Company. 


*k * * x 


| aground as it has developed at both 
federal and state levels suffers from 
certain fallacies or obsessions. Trends 
have appeared which, if unchecked, would 
be destructive not only to the interests of 
the public utility industries but also the 
broader public interest. In his article be- 
ginning on page 16, Francis X. WELCH, 
editor of Pustic UTILities FORTNIGHT- 
Ly, checks over developments in recent 
years and separates these misconceptions 
into several broad categories: (1) the 
obsession with profit limitation; (2) the 
obsession with cost limitation; (3) the 
obsession with monopoly; (4) the idea 
that utilities are guaranteed a return; and 
(5) unwise and unwarranted attacks on 
the organization of the regulatory com- 
missions as such, 


THE next number of this magazine will 
be out July 21st. 
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DEPENDABILITY INVITES INVESTMENT 


Management skills of high order are required to operate a successful utility in these 





es of rising costs. Despite rates fixed by commissions, supplies subject to inflation, and increasing de- 
nds that tax existing equipment, you must establish a good earnings record. 


These growing demands necessitate system expansion which management must 
ance by issuing securities. Your securities can be underwritten at better rates if your earnings record 


ows profit and a promise of growth. 


The dependability of your system helps to keep operating costs down, helps to 
ract new industry, helps to improve earnings. But no system can be more dependable than its component 


uipment. 


For over sixty-four years Moloney Transformers have been designed and manu- 





tured to the most exacting standards and thus contribute to greater control over system dependability, 
P key to earnings and economy of investment. 


nce 1896... MORE POWER 70 YOU . Meco-s 


‘MOLONEY ELECTRIC CcCOMPAN Y 







MANUFACTURERS OF TRANSFORMERS FOR UTILITIES, 
INDUSTRY AND ELECTRONIC APPLICATIONS 






Sales Offices In All Principal Cities 
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REGULATION il GAS PRODUCERS 


Edward Falck, consulting engineer of Washington, D. C., has 
written an informative roundup of present practices in the field 
of natural gas producer regulation by the Federal Power Com- 
mission. He takes up such questions as whether FPC regulation 
is here to stay, rate making under standard (field prices versus 
cost of service) area prices, price conditions in certificate cases, 
and the technique of rate case settlements by the FPC. It is 
an objective appraisal of the problem which the FPC faces in 
its Herculean task of carrying out the U. S. Supreme Court’s 
mandate in the Phillips Petroleum decision of 1954. 





TRENDING UTILITY PLANT COSTS 


It is almost futile to argue before some regulatory authorities 
about the fairness of using a present fair value rate base be- 
cause of their rigid adherence to a strictly cost base. But during 
recent years techniques have been developed for taking a little 
of the conjecture and downright guesswork out of the process 
of establishing a reconstruction rate base. Ernest C. North, as- 
sociate engineer of Whitman, Requardt and Associates, Balti- 
more, Maryland, has, in this informative article, explained 
the increasing degree of acceptance and reliance upon the use 
of index numbers for trending public utility plant costs. There 
are now many systems of index numbers maintained monthly, 
semiannually, or annually which are applicable to various types 
of engineering construction. 








IMPORTANT CONCEPTS AS TO FAIR 
RETURN AND COST OF MONEY 












Even if a fair rate of return is set at the cost-of-capital level, 
it is an inexorable fact that during a long period of constantly ] 
rising prices, the actual return earned by the utility will fall ( 
below the cost of capital. Such is the view of Dr. Ralph EF. ( 
Badger, associate, Standard Research Consultants, Inc., New 
York city. Dr. Badger gives us some thoughtful commentary 
about the economic factors which enter into the determination f 
of a reasonable rate of return, particularly with respect to the t 
cost of money. He finds that utilities usually wait until their C 
return has fallen to a dangerously low level before repeating 
a request for higher rates. This means that for a considerabie 
period the return actually earned may fall not only below the I 
level of fairness but actually within the range of confiscation. 

AND IN ADDITION .. . . Special financial news, digests, and interpretations of court 

and commission decisions, general news happenings, reviews, Washington gossip, and other features of Capit, 






interest to public utility regulators, companies, executives, financial experts, employees, investors, and 







others. 








PUBLIC UTILITIES FORTNIGHTLY—JULY 7, 1960 





e060” 


has 
ield 


tion 
rSUS 
ses, 
t is 
; in 
rt’s 


vel, 
itly 
fall 


ew 
ary 
ion 
the 
eir 
ing 
bie 
the 
Dn. 





Do you have a 
Utility 





problem? 


America is growing. 

Our population is not only increasing 
in numbers, it’s spreading. Industry is 
expanding to meet challenging new 
Opportunities. 

And Utilities are faced with enor- 
mous capital expansion to provide for 
the growing needs of industry and 
consumers. 

This is where the Irving can be of 
particular help—by assisting Utilities 


in making the many financial decisions 
incidental to growth. 


Our Analytical Studies, Seminars and 
Round Table Conferences have helped 
many Utilities bring added vitality to 
their capital planning, financing and 
cultivation of the financial community. 


For information, you are cordially 
invited to call our Public Utility De- 
partment at LL 3-2967 or write us at 
One Wall Street. 


IRVING TRUST COMPANY 


GrorGE A. Murpny, Chairman of the Board 


Capital Funds over $140,000,000 One Wall Street, New York 1 4; N. Y. Total Assets over $1,700,000,000 


WILLIAM E. PETERSEN, President 


Public Utilities Department—JOHN F. CuiLps, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 









CBaukeble Che 


“There never was in the world two opinions alike.” 


Frep A. SEATON 
Secretary of the Interior. 


EDITORIAL STATEMENT 
St. Louis Post-Dispatch. 


Barry GOLDWATER 
U. S. Senator from Arizona. 


Rosert C. WoopwortH 
Vice president, Cargill, Inc. 


WILLIAM HENRY CHAMBERLIN 
Author. 


Excerpt from policy declaration, 
Chamber of Commerce of the 
United States. 


—MOonTAIGNE 





“Tt is not the proper role of our government to carve 
out or freeze a portion of the total energy market for 
each competing fuel. [Such action would be] the worst 
thing that could happen.” 


* 


“History shows that regulatory agencies intended to 
protect the public interest face a constant struggle 
against capture by the interests they are supposed to 
regulate; it is the consumers who stand in most need 
of federal guardianship.” 


> 


“In order to achieve the widest possible distribution 
of political power, financial contributions to political 
campaigns should be made by individuals and indi- 
viduals alone. I see no reason for labor unions—or 
corporations—to participate in politics. Both were cre- 
ated for economic purposes and their activities should 
be restricted accordingly.” 


* 


“The mere cost of storing these [farm surplus] 
commodities, even though the lowest possible storage 
prices are negotiated by government and the most effi- 
cient and well-managed facilities possible are provided 
by private warehousemen, is becoming so large as to 
shock profoundly every citizen and every taxpayer... . 
Something in excess of $1.5 million a day.” 


* 


“In the United States the good ship liberalism . . 
has been boarded and captured by a pirate crew of state 
interventionists and near-socialists whose two favorite 
remedies are more state action and more public spend- 
ing. No one who sympathizes heartily with old-fash- 
ioned liberalism could now call himself a liberal in 
America without inviting the gravest misunderstanding 
as to what he really believes in.” 


5 


“No federal agency or organization should be al- 
lowed to encroach upon or usurp the jurisdiction of the 
states over their own resources. . . . Dependence on the 
federal government for development of the resources 
of any river basin, as in the Tennessee valley, leads to 
loss of local initiative and responsibility, results in dis- 
criminatory use of taxpayers’ dollars for the benefit 
of certain citizens, and produces unfair competition 
not only with investor-owned utilities but also with 
industries not favored by electric power subsidized at 
taxpayers’ expense. In the interest of good govern- 
ment, and in fairness to the general citizenry of the 
country, no other such authorities should be estab- 
lished.” 
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nsylvania, West Virginia, Kentucky, COLUMBIA GAS SYSTEM SERVICE CORPORATION 
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| circulation is self stabilizing over varied oper- 
pnditions at pressures of 2400 psi and higher—cuts 
aintenance—no power loss to circulating pumps. 


ber, 1959, saw the third 2 million lb natural circula- 
ler on the line in the Thos. H. Allen Electric Gener- 
tation of Memphis, Tennessee. Although normally 
d with 2400 psi at the turbine throttle, these units are 
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ion view of a B&W Cyclone Furnace. Molten slag holds 
asi permitting rotary air motion to “wash out” maximum 
nd reducing ash in boiler and convection passes. The Cyclone 
handles a wider range of coals, especially in the lower 
nd helps reduce fuel-costs and ash handling in power stations 


nessee...6 Million lb of Steam per h 


capable, by design, of peaking operation at overpressure 
conditions for maximum kilowatt output as evidenced by 
actual test results. These units again demonstrate the ad- 
vantages of natural circulation at the higher operating pres- 
sures and temperatures necessary for maximum power gener- 
ating efficiency. Burning some 300 tons of West Kentucky 
coal hourly in 21 B&W Cyclone furnaces, the station has a 
net generating capacity of 812,500 Kw. 

Use of natural circulation—which is self-stabilizing under 
conditions of sudden overload and fluctuations in firing—is 
possible in the high pressure, high temperature range 
through B&W’s development of the Cyclone Steam Separa- 
tor. It is this device that provides the steam free head of 
water for efficient functioning of the natural circulation 
system. With Cyclone Steam Separators, boilers functioning 
at the throttle pressures of 2400 psi and higher, provide more 
efficient operation plus operating and capital economies— 
factors underscored by carefully considered utility choice. 

The City of Memphis’ Thos. H. Allen installation is rep- 
resentative of advanced steam generating stations across the 
nation. Utilizing such B&W design advantages as natural 
circulation, the Cyclone Steam Separator, the Cyclone Fur- 
nace, and gas tempering—these stations are helping to meet 
the surging needs for electric power. 

In planning system expansion, B&W can talk your lan- 
guage in terms of efficiency and future operating economies. 
You'll find B&W sales engineers ready to work with you at 
every stage of your planning. The Babcock & Wilcox Com- 
pany, Boiler Division, Barberton, Ohio. 


THE BABCOCK & WILCOX COMPANY, 





a - e > a 











SERVICES INC. 
Management and 
Business Consultants 
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The lack of “yes” or “no” answers in measuring 
public relations results makes it hard to evaluate 
the effectiveness of this important work. Often, 
Commonwealth’s public relations consultants can 
help establish bench marks for measuring and 
guiding company plans and programs. 

For your present or future public relations activi- 
ties, our specialists are available to help design 
programs or review proposed plans involving: 
Advertising and Publicity Government Relations 
Community Relations Stockholder Relations 

Customer and Dealer Relations 





Commonwealth 


300 Park Ave. 
New York 22, N. Y. 


209 E. Washington Ave. 
Jackson, Michigan 


1612 K Street, N.W. 
Washington 6, D.C. 


1 Main Street 
Houston 2, Texas 


ASSOCIATES INC. 
Consulting and Design 
Engineers 

















P.U.R. EXECUTIVE 


Information 


Service 


A fast-reading, weekly letter 
from Washington, devoted 
to developments in the Na- 
tion's Capital and state news 
of national significance af- 
fecting Public Utilities. 


Dependable forecasts of 
what lies ahead in the utility 
field. 


Annual Subscription $50 


Public Utilities Reports, Inc. 
332 Pennsylvania Bldg. 
Washington 4, D. C. 
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CHECK THESE DATES: 


July 10-Aug. 5—Independent Telephone Ex- 
ecutives will hold management develop- 
ment program, Lawrence, Kan. 


July 11-15—Institute in Industrial and Tech- 
nical Communications will be held, Colo- 
rado State University, Fort Collins, Colo. 


July 11-23—Annual Short Course for Regu- 
latory Commission Personnel will be held, 
Atlanta, Ga. 


July 11-Aug. 5—Practising Law Institute will 
hold annual summer session, New York, 
N.Y; 


July 13, 14—Mid-West Shippers Advisory 
Board will hold meeting, Milwaukee, Wis. 


July 17-30— International Conference on 
Medical Electronics will be held, London, 
England. 


July 18, 19—National Association of Rail- 
road and Utilities Commissioners, Special 
Telephone Committee, will hold meeting, 
Chicago, Ill. 


July 18-22—Western Summer Radio-Televi- 
sion and Appliance Market will hold west- 
ern merchandise mart, San Francisco, Cal. 


July 20-24—American Federation of Televi- 
sion and Radio Artists will hold annual 
convention, Washington, D. C. 


July 21, 22—Edison Electric Institute-Rocky 
Mountain Electrical League will hold joint 
industrial relations meeting, Denver, Colo. 


July 24-Aug. 5—Advertising Federation of 
America will hold annual management 
seminar in advertising and marketing, 
Boston, Mass. 


July 24-Aug. 5—Utility Management Work- 
shop will be held, Harriman Campus, 
Columbia University, Harriman, N. Y. 





Aug. 1-3—Institute of Radio Engineers, Pro- 
fessional Group on Communications Sys- 
tems, will hold meeting, Washington, 
D.C, 


Aug. 8-12—American Institute of Electrical 
Engineers will hold Pacific general meet- 
ing, San Diego, Cal. 


Aug. 15-17—Alaska Telephone Association 
will hold annual convention, Sitka, Alaska. 


Aug. 15-17—Heat Transfer Conference and 
Exhibit will be held, Buffalo, N. Y. 


Aug. 15-26—Summer Institute will be held 
on principles of nondestructive testing, 
Sacramento State College, Sacramento, 
Cal. 


Aug. 17-19—Mid-West Gas Association will 
hold gas school and conference, lowa 
State College, Ames, lowa. 


Aug. 22-26—Western Resources Conference 
will be held, University of Colorado, 
Boulder, Colo. 


Aug. 23-26—Western Electronics Show and 
Convention will be held, Los Angeles, Cal. 


Aug. 29-Sept. 2—American Bar Association 
will hold annual meeting, Statler-Hilton 
Hotel, Washington, D. C. 


Aug. 26-31—ABA, Section of Corporation, 
Banking and Business Law, will hold meet- 
ing, Shoreham Hotel, Washington, D. C. 


Aug. 27-30—ABA, Section of Administrative 
Law, will hold meeting, Willard Hotel, 
Washington, D. C. 


Aug. 28-31—ABA, Section of Mineral and 
Natural Resources Law, will hold meeting, 
Sheraton-Carlton Hotel, Washington, D. C. 


Aug. 28-31—ABA, Section of Public Utility 
Law, will hold meeting, Shoreham Hotel, 
Washington, D. C. 
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C ourtesy, The Detroit Edison Company 


Nice Picture for July! 


With the installation of two 325,000-kilowatt steam turbine 
generators, the second of which will be completed in 
1961, Detroit Edison’s St. Clair power plant shown 
here (in picture taken last winter) will nearly 
double its present 664,000-kilowatt capacity. 
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Latin American Utilities’ 


Nationalization 


Proceeds Inexorably 


By HERBERT BRATTER* 


American and other foreign-owned utilities in Latin America have been sub- 
jected to increasing forms of harassment which seem destined to squeeze 
them out. Plants have been expropriated. Rates have been reduced or kept 
to a minimum. The government has built its own generating stations and 
assisted in the building of community co-op power plants. Latin America 
needs a plentiful supply of power to develop its economy. But electric service 
is chronically underpriced there. This makes it difficult if not impossible for 
utilities to generate enough capital to help them finance the expansion that 
seems required. In a country with no organized capital market, such a situation 
is an adverse one, indeed. 


OR many years now the handwriting 
has been on the wall for foreign op- 
erators of electric power and other 
utilities in Latin America. It is believed 
in many quarters that in due time about 
all electric power supply will be govern- 
ment-owned and -operated south of the 


*Author specializing in business and banking 
articles, resident in Washington, D C. For addi- 
tional personal note, see “Pages with the Editors.” 


Rio Grande and as far as Puntas Arenas. 
Foreign investors, who earlier in this 
century were virtually the sole suppliers 
of electric power in this area, have long 
been locked in—hostages to local nation- 
alism and resentment against “rich for- 
eigners.” These investors have been the 
victims of domestic Latin American poli- 
tics; of national economic and monetary 
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mismanagement causing dollar erosion, 
exchange control, and inflation; of com- 
munist propaganda and always latent 
anti-Americanism, although the victims 
have not been only American investors. 

The largest aggregate U. S. invest- 
ments in Latin American public utilities 
have been those of the American & For- 
eign Power Company (“Foreign Pow- 
er”), now operating in 11 of those coun- 
tries. What Cuba’s Castro has done to 
Foreign Power’s Cuban subsidiary, Cia. 
Cubana de Electricidad, and to the moth- 
er company’s earnings thus far is a sad 
lesson to international investors; and 
what more still lies ahead we do not ven- 
ture to predict. No small part of Foreign 
Power’s long Latin American headache 
stems from the fact that the company 
made its investments in existing utility 
properties at the end of the 1920’s boom, 
during which in the U. S. as well finan- 
ciers were blowing up the prices of power 
and light properties to bubble propor- 
tions. 

High consumer power rates would 
have been required to make such proper- 
ties financially rewarding. 


Sale of Cia. Impulsora to Mexico 


” April, 1960, Foreign Power an- 

nounced the sale of its Mexican prop- 
erties—the Cia. Impulsora de Empresas 
Electricas, S. A., and associated compa- 
nies—to the Mexican government for $70 
million, after deduction of liabilities for 
suppliers’ bills, employee severance pay- 
ments, and minority interests. The 
amount is substantially the same as that 
approved by the Mexican authorities for 
rate-making purposes. After certain down 
payments, Mexico is to pay Foreign Pow- 
er some $63 million over a 15-year period. 
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These payments, the company has agreed, 
will be reinvested in nonutility enterprises 
in Mexico, thus contributing to that coun- 
try’s further industrialization. 


ig Argentina, under what to the writer 

seems clearly to amount to duress, For- 
eign Power made a somewhat similar 
arrangement with the government by a 
contract dated November, 1958, although 
as yet it has received no payment. Where- 
as in Mexico the Foreign Power compa- 
nies had merely been subjected to the 
slow strangulation of inadequate rates, 
in Argentina, as we shall relate below, 
nearly half of the company’s properties 
had been expropriated during the Peron 
régime without compensation. Once Ar- 
gentina comes to a decision as to the value 
of the properties sold to it by Foreign 
Power in 1958, the value will be paid in 
15 annual instalments on account of prin- 
cipal, all of which Foreign Power has 
agreed to reinvest in Argentina. Foreign 
Power also is committed to invest in Ar- 
gentina an additional amount of new 
money equal to 25 per cent of the net pur- 
chase price. 


Mexico and Argentina promise to come 
out well through these Foreign Power 
sales. The investment holdings are not 
repatriated to the U. S. The industrial 
development of the two countries prom- 
ises to be aided. At the same time it is 
doubtless the case that Foreign Power 
would not want to repatriate these in- 
vestments. By putting the sale proceeds 
into industrial enterprises in Mexico the 
company stands to make substantially 
larger profits on such capital, since the 
money will be working in an area where 
there are no rate problems and where the 
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return is consequently much higher than 
in the power business. Foreign investors 
in Latin American utility enterprises, in- 
cluding telephone and transit, probably 
would consider themselves lucky to have 
a similar opportunity. In the case of the 
above-mentioned Argentine contract, sub- 
ject to certain conditions, Foreign Power 
is committed to invest in a new 300,000- 
kilowatt power plant. 


“Mexlight” Changes Hands 


- June the Belgian holding company, 
Sofina, largest stockholder in the 
Mexican Light & Power Company, an- 
nounced at the latter’s annual meeting 
in Toronto that it had contracted to sell 
its 40 per cent of Mexlight’s outstand- 
ing shares to an undisclosed buyer. The 
latter was expected shortly to make an 
offer for other outstanding shares of 
common and preferred stock of Mex- 
light. 
In reporting this news, The New York 
Times stated : 


. . . Mexican Light & Power had 
outstanding last December 31,853,244 
shares of preferred and 2,267,568 
shares of common. 

According to one source, the Mex- 
ican government has been interested 
in gaining control of the company, 
whose majority capital is derived from 
United States sources. It is understood 
that the Mexican government has 
bought heavily into Sofina, the Belgian 
holding company. 

General Maxwell D. Taylor (U.S.A., 
ret.), chairman of Mexican Light & 
Power, said he could not confirm this 
and that “the Belgian company has no 
reason to believe that it is the govern- 


ment that is buying. It’s inconclusive,” 
the executive said last evening. 


Disadvantage Noted 


At the meeting yesterday in Toronto, 
General Taylor told shareholders that 
the company operated at a disadvan- 
tage in the money market for the new 
capital required for its construction 
program. He said the return on the 
investment of the common sharehold- 
er was substantially below the per- 
centage “earned generally on common 
equity by operating electrical utility 
companies in the United States.” 

In order to overcome this disadvan- 
tage in the money market, “the com- 
pany has filed an application with the 
Tariff Commission for a general re- 
vision of its rates for the sale of light 
and power which would increase the 
company’s rate of return to about 
10.5 per cent of its common share 
book value or about the average earned 
in 1958 by the electric utility companies 
in the United States on their common 
stock investment.” He said action on 
the application was still pending. 

March quarter net income equaled 
49 cents a share on the common stock 
outstanding after the 5 per cent stock 
dividend paid on May Ist, General 
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Taylor reported. This would put the 
net income at about $1,380,000, com- 
pared with $1,122,976, or 42 cents a 
common share, for the 1959 initial 
quarter. 

After approval of the financial state- 
ments, the meeting was adjourned to 
September 26th at which time the 
election of directors will take place. 


As we go to press the identity of the 
buyer or buyers is not publicly known, 
but it seems safe to conclude that the 
majority control of the company is pass- 
ing to Mexico, possibly under mixed 
private and government ownership. 


Argentina a Case History 


 igemeangg was long known as a proud 
nation, zealous of its credit stand- 
ing. Its treatment of public utility in- 
vestors is not of a piece with that reputa- 
tion. The story is one of mistreatment, 
unfair competition, repudiation, and in- 
excusable dilatoriness and intervention. 

At the start of the century Argentina 
was entirely agricultural. By 1955 24 
per cent of the GNP came from manu- 
facturing. The industrial development 
was made possible by foreign utility in- 
vestors. Until the early 1940’s capacity 
was kept comfortably ahead of demand. 
Then came Perén. He brought increas- 
ing nationalization of power and light 
and the government’s participation in the 
field as producer and distributor of elec- 
tric energy. 

In 1900 about two dozen small plants 
produced some 30 million kilowatt-hours, 
mostly for lighting and traction. In 1907 
the German-backed Cia. Alemana Trans- 
atlantica de Electricidad got a concession 
in Buenos Aires Province. It was suc- 
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ceeded during World War I by CHADE, 
with headquarters in Spain, later bought 
by Sofina in Brussels. In 1936 the Buenos 
Aires concession was transferred to an 
Argentine corporation, CADE, a Sofina 
subsidiary. 


HE Swiss-controlled Cia. Italo-Ar- 

gentina de Electricidad (CIADE) 
got a concession in 1912 and started 
serving the greater Buenos Aires area in 
1914. It was not until 1928 and 1929 
that Foreign Power built its ANSEC 
group of companies, the third largest 
group operating in Argentina, by pur- 
chasing scattered properties from British 
and other owners. These properties were 
in the provinces of Buenos Aires, Cor- 
doba, Santa Fe, Entre Rios, Salta, and 
Mendoza. Smallest of the four important 
foreign utility companies was the Swiss- 
owned Cia. Suizo-Argentina de Elec- 
tricidad, which began operations in 1928 
mostly in the northern provinces. Until 
1944 these four groups supplied over 
90 per cent of the country’s electric 
power, steadily expanding capacity ahead 
of demand. By 1940 installed capacity 
was 1,237,000 kilowatts. 

Policies and declarations of Perén’s 
government increasingly stressed nation- 
al self-sufficiency, while private utility 
investors increasingly became the target 
of the nationalistic elements in politics. 
The régime fostered such antagonism 
and the popular demand for public own- 
ership exclusively. Expropriation of pri- 
vate plants began in 1944. In 1945 the 
government created a national electric 
power entity to produce, distribute, and 
sell electric power. The 1949 Constitu- 
tion declared that public services be- 
longed to the state. Although that Con- 
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stitution was rescinded in 1957, the basic 
nationalization trend continued unim- 
peded. 


wo confronted by restrictive meas- 
ures, inadequate revenues in the 

face of inflationary cost increases, and 
the threat of expropriation, the incentive 
toward expansion and modernization of 
generating facilities dried up. Argentina 
started to be crippled by power shortages. 
The private concessions granted by the 
provincial and municipal governments 
lacked uniform criteria governing rates, 
financing, and ownership. And this is 
still the case. Any rate increases for 
private utilities need the approval of 
municipal authorities. Since criteria are 
not uniform, rates vary widely through- 
out the country. In the postwar environ- 
ment of inflation and high operating 
costs, the lack of uniform criteria has 
severely handicapped private utilities. At- 
tempts to get rates adjusted have invoked 
emotional reactions on the part of the 
public. Between 1944 and 1952 61 plants 
serving 107 localities and belonging to 
47 companies were expropriated by na- 
tional or provincial authorities while 


others were “intervened”; 1.¢., taken 
over by government without changing 
the nominal ownership. 


Since 1952 there have been additional 
expropriations. The expropriation decrees 
stipulate that payment is to be made, but, 
in most cases, until the Foreign Power 
contract of 1958, the promise was not 
fulfilled. In 1957, by government decree, 
a 1936 contract of CADE with the Buenos 
Aires municipality extending the com- 
pany’s original 1907 concession beyond its 
original expiration date was declared null 
and void and a government interventor 
was put in charge of CADE’s operations. 
The 1957 decree also repudiated the mu- 
nicipal contract of the same year which 
amplified the concession of CIADE, al- 
though that original concession had been 
granted until 1962, with the option of a 
25-year extension under certain condi- 
tions. 


Other Measures Harass Utilities 
|. ew from starvation rates and the 
threats of nationalization, private 
utilities in Argentina have been harassed 
in other ways. The National Electric 
Power Board, created in 1945, was em- 
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powered to build and operate electric 
power plants, financed partly by a sales 
tax on fuels and electric energy. Despite 
the 1957 rescinding of the 1949 Consti- 
tution with its nationalization policy, na- 
tionalization has continued to be the wish 
of the masses. 

Since 1945 government power plants 
have sometimes been built in close prox- 
imity to existing private plants. At first 
government power was sold to private 
companies. Later provincial governments 
began to develop their own distribution 
systems, duplicating the private systems, 
with the aim of eventually completely 
absorbing consumer outlets. In some cases 
private utilities have been obliged to 
transfer parts of their distributions to 
the government concerned, with promises 
of compensation—sometime. In some 
cases provincial and federal government 
plants having their own distribution sys- 
tems have simply taken over the cus- 
tomers of private companies, which were 
left without outlets or income. 

Private operators accordingly com- 
plained that in localities where the gov- 
ernment operated they were unable to 
compete. No wonder. The government 
plants were built with public funds, are 
free of taxation, have acquired distribu- 
tion systems from private companies with 
only the promise of payment, and are 
able to sell electric power at less than 
economic rates. The government plants 
seem to be accountable to no one. They 
publish no data on operating costs or 
efficiency. 


N addition, many community electric 
power co-operatives have been estab- 
lished in recent years with government 
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assistance. Some operate large portable 
power plants built by the U. S. for the 
war in the Pacific and later sold to the 
Argentine government as surplus prop- 
erty. Thus, in effect, the U. S. taxpayer 
has contributed to putting private utilities 
out of business in Argentina. 

In 1944 Foreign Power had a gener- 
ating capacity in Argentina of 150,000 
kilowatts. By the end of 1956 this had 
been reduced to 88,000 kilowatts by ex- 
propriation of its plants. Critical power 
shortages and shutdowns have necessi- 
tated limitation of factory working 
hours, use of electricity by commercial 
establishments, domestic use, etc. 


Foreign Power Reports; 


CADE Gives Up 


- April, Foreign Power’s president, 

Henry B. Sargent, advised stockhold- 
ers that the company was still waiting 
for the Argentine government to decide 
on the compensation to be paid for the 
properties covered by the 1958 agree 
ment. The latter left it to the Chief 
Justice of the Supreme Court of Argen- 
tina to decide the amount of payment. 
That official collected expert opinions 
from the local companies concerned, the 
Argentine government, and the World 
Bank, but in January, 1960, he resigned 
and left the decision to his successor. 

If Foreign Power gets $62 million or 
more for its Argentine properties, it must 
build a 300,000-kilowatt steam plant and 
sell its power to the government power 
agency. If it gets less than $62 million, 
it may invest in whatever it wishes in 
Argentina. Interest on the dollar notes 
may be sent to New York and should 
contribute importantly to Foreign Pow- 
er’s income. 
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CADE, the Sofina-owned group, also 
in 1958 took the opportunity to get out 
of the utility business in Argentina. The 
contract called for the government to 
buy out CADE’s shareholders in ten 
annual instalments, with the annual pay- 
ment to vary with the cost-of-living in- 
dex. This, it was contemplated, would 
have cost Argentina about $130 million. 
CADE was pleased with the arrange- 
ment. It had good reason to be. It was 
not for nothing that Sofina was then 
being managed by Maurice Frere, former 
governor of the National Bank of Bel- 
gium. He knew what to expect of the 
Argentina peso. The cost of living 
climbed in Argentina and by 1959, under 
the contract, Argentina would have had 
to pay for CADE not less than $212 
million. A dispute with the verification 
commission arose, CADE charging it 
with using wrong criteria. Finally, CADE 
agreed to give the government the option 


each year, when buying the quota of. 


CADE shares, of basing payment on 
either the cost of living or the exchange 
rate. Now it is estimated that the max- 
imum cost to Argentina for the CADE 
properties will be $126 million over a 
decade. 


Problem in Brazil; and Colombia 


. to Foreign Power’s Argentine 

headaches of recent years was the 
taking over of one of its Brazilian prop- 
erties in Porto Alegre by the state of 
Rio Grande do Sul. This occurred in 
May, 1959, and determination of com- 
pensation is still before the state court. 
Of its overall Brazilian operations, 
Foreign Power states: 


The decline in earnings of the 


Brazilian companies, as expressed in 
dollars, is attributabe to the further 
depreciation in the value of the cur- 
rency and to the fact that the rate of 
return is calculated on a rate base ex- 
pressed in cruzeiros at historical cost. 
While the Brazilian companies are able 
to remit interest on registered debt at 
a preferential rate and obtain in serv- 
ice rates the difference between the 
official rate and the preferential rate, 
the loss in value of the cruzeiro has 
caused earnings to decline substantial- 
ly on that portion of the investment 
which is represented by unregistered 
debt and share capital. 

Although the Brazilian Congress 
passed a law in November, 1958, pro- 
viding for the revaluation of fixed 
assets of all companies and permitting 
public utility companies to use the re- 
valued amounts in the determination 
of the rate base, the companies have 
not yet been able to obtain the benefits 
of that law because the government 
has not issued the necessary regula- 
tions for this purpose. 


O* consider Colombia. Although the 
companies in 1958 filed rate increase 
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applications to compensate for increased 
costs of operation and depreciation of 
the local currency, which makes imports 
more expensive, no relief has yet been 
received. As a result, Foreign Power’s 
Colombian company, Cia. Colombiana de 
Electricidad, was unable to meet its full 
interest obligations in 1959. Construc- 
tion has had to be suspended, threatening 
electricity shortages. The problem with 
respect to remittance of dividends for 
1956 and 1957 is still unresolved. 


Rates Reduced in Cuba 


fror=tex Power’s Cuban company was 

seriously hurt by the law of August 
19, 1959, reducing the company’s electric 
rates by about 22 per cent. The law was 
based on a report of a special govern- 
ment commission, but the Cia. Cubana 
was not advised of the filing of the re- 
port or its contents until after the pro- 
mulgation of the law. Foreign Power 
reports: 


The commission arrived at its re- 
ductions in rates by “overstating rev- 
enues, understating expenses, and as- 
suming economies in operation, some 
of which could never be achieved. .. . 
Because of the decrease in electric 
rates and the unwillingness of the 
Cuban government to authorize the 
necessary dollar remittances, the Cuban 
subsidiary has been unable to meet 
either principal or interest payments 
on, or to refinance, a loan of $8 million 
due to banks in the United States. 


The Case of a Railroad 


ie Mexico the inability of the Southern 
Pacific Company to obtain adequate 
rates for its Mexican subsidiary, the 
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Pacific Railroad of Mexico, was a de- 
cisive factor in causing it to sell out that 
property to the Mexican government in 
1951. The fact that the Mexican govern- 
ment increased the rates sharply after 
it took control of the properties, as well 
as statements made by Mexican govern- 
ment officials, make it fairly clear that 
the Mexican government has definitely 
used the rate squeeze as a means of 
hastening nationalization. This policy ap- 
plies not only to railroads, but to public 
service types of enterprises generally. 
Foreign Power’s sale of its subsidiaries 
is the latest evidence. 

By the time the World Bank lent $61 
million to the railroad in 1954, the 
Pacific was virtually a wreck. It needed 
not only new rolling stock and diesel 
locomotives, but new signaling equip- 
ment, four million new railroad ties, the 


relaying of about 1,000 miles of track, 
other track and shop equipment, plus a 
reorganization of its Mexican manage- 
ment. 


Inadequate Rates a Continuous 
“Mexlight” Problem 

fees annual reports of the Mexican 

Light & Power Company reveal that 
up to the announcement of June, 1960, 
referred to above, inadequate rates were 
a perennial problem for that enterprise, 
notwithstanding the best efforts of the 
World Bank on its behalf. This is not 
to say that Mexlight was awarded no 
rate increases. It was, but the increases 
were never adequate and were granted 
only after long delays and troublesome 
inquiries for “additional information.” 
This procedure seemed to stem from the 
fact that within the Mexican government 
agencies concerned with utility regula- 
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tion there is a strong group which has 
long favored nationalization of the for- 
eign properties. In the case of Foreign 
Power that group has now achieved its 
goal. 


| gown tariffs were increased 


about 18 per cent in 1949, 13 per cent 
in 1952 (reduced to 5.3 per cent in 1953), 
21 per cent in 1954, 124 per cent in 1957, 
and 4.9 per cent in 1959 to offset in- 
creased costs. Generally, the rate in- 
creases were slow in coming and less 
than the amount requested. As explained 
in the company’s 1959 annual report, the 
company has had an application for a 
rate increase pending for almost a year. 
On May 6, 1960, it filed a separate ap- 
plication for an 11.09 per cent increase 
to compensate it for increased labor costs 
resulting from the biennial revision of 
the labor contract effective March 16, 
1960. The government’s Tariff Commis- 
sion has requested additional information 
on the application, which will not be 
acted upon until some time after such 
information has been provided. So it al- 
ways goes in Mexico. 


ye: it may be noted, is some- 
what less vulnerable to inadequate 
rates than was Foreign Power in Mexico. 
Mexlight’s is a centralized operation, in 
and around the federal district, whereas 
Foreign Power operated six companies 
in 17 different Mexican states. 

Whether the June announcement at 
Mexlight’s Toronto meeting means that 
ownership is passing to the Mexican gov- 
ernment, to private Mexican capitalists, 
or both, the chances of the enterprise ob- 
taining better rate treatment would seem 
to be improved, as compared with the 
situation under foreign ownership. For- 
eign ownership of public utilities is a dis- 
advantage in Latin America. 


Mexican Power Official Interviewed 

A TELEVISION interview of Ramon 

Beteta, former Finance Minister, 
with Ing. Manuel Moreno Torres, direc- 
tor of the Federal Electricity Commis- 
sion, occurred in Mexico last May, soon 
after the government’s purchase of the 
Foreign Power properties. Some of Mr. 
Moreno’s views are of interest to foreign 
investors. Thus, with reference to gov- 
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ernment and private ownership, the tran- 
script reads: 


Moreno. Mr. Beteta, the concern 
some people have that the government 
invades the private enterprise sphere, 
especially in the electric power indus- 
try, appears to me without foundation. 
In reality the system of concessions 
in the long run brings statism. The 
contract concessions of the Porfirio 
Diaz period, as well as the concessions 
granted after the revolution, within 
the provisions of the Law of the Elec- 
trical Industry . . . provide for re- 
version, which of itself gives a tem- 
porary character to private enterprise. 

Beteta. Do you mean to say that 
in the long run the government—or 
better said the country—acquires the 
installations in any event? 

Moreno. Yes. The concession con- 
tracts and the laws themselves fix termi- 
nal dates, and, therefore, a procedure 
of passing those properties to the state. 

Bereta. Is the granting of conces- 
sions continuing? 

Moreno. In recent times, only some 
modest ones, but I believe the intent 
of the government continues to be to 
invite private enterprise to contribute 
and collaborate in the development of 
Mexico in this field. 


M* Moreno defended the decision 

to buy out Foreign Power rather 
than use the purchase cost for expansion 
of existing government facilities. Asked 
whether a group of Mexican business- 
men might not have bought the Impul- 
sora network, Moreno agreed, but em- 
phasized the advantages of co-ordinating 
the newly acquired investments with ex- 
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isting government power facilities. 
Thereby, complicated technical problems 
in the distribution of government power 
are solved. Several other interesting ques- 
tions raised by Beteta failed to elicit ade- 
quate explanation. The interview revealed 
the growth of government power since 
1946 as far more rapid than that of the 
foreign utilities operating in Mexico, 
without even touching on the cause of 
the disparity: private capital, handi 
capped by inadequate rates, competing 
with untaxed production by the govern 
ment, financed by the World Bank. 
Moreno paid tribute to the development 
of public power under the last three ad- 
ministrations of Aleman, Ruiz Cortines, 
and Lopez Mateos—all members of the 
same political party. 

Mr. Beteta, who in 1938 played a ma- 
jor role in the nationalization of foreign 
oil properties, ended the interview with 
the following conclusion: 


The data you [Moreno] have given 
and the ideas expressed have been very 
interesting and demonstrate the prog- 
ress of our country, as well as the 
extraordinary success our revolution- 
ary governments, particularly since 
1946, have had in the production of 
energy which is basic to industrializa- 
tion and for a better life in rural areas. 
This is a triumph that no one can 
haggle about. 


HILE Mexlight undoubtedly was in 

the minds of the two parties to the 
interview, it was not mentioned by name. 
The Sofina announcement of the sale 
of Mexlight shares was still almost two 
months off, although probably already 
under negotiation. Mexlight is known to 
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have informed the Mexican government 
long ago that the only alternative to ade- 
quate rates would be Mexican control 
and ownership. The fact that the company 
has not received adequate rates is taken 
by some observers to mean that the 
Mexican government has not lived up to 
the promises it made to the World Bank 
when negotiating power loans from that 
institution. 

Still another foreign-owned utility op- 
erating in a city in northwest Mexico is 
seeking to sell out to the Mexican gov- 
ernment as we go to press. 


Foreign Plants Generate Two-thirds 
Of Brazil’s Power 

A? two-thirds of the electric energy 

used in Brazil is supplied by two 
foreign groups. The largest, Canadian- 
owned, is the Brazilian Traction, Light & 
Power Company, known as “the Light,” 
which alone accounts for half of Brazil’s 
electric power.’ The second group, owned 
by Foreign Power, is the Empresas Elec- 
tricas Brazileiras, whose ten companies 
supply more than a tenth of the country’s 
power. The latter is the largest U. S. in- 
vestment in Brazil. Both groups have 
been participating in Brazil’s long-range 


1 About 10 per cent of the Light’s stock is be- 
lieved to be American-owned. 


program to expand the electric energy 
supply, by investing their local funds, by 
loans from their parent companies in 
North America, and by borrowings from 
the Eximbank and World Bank in Wash- 
ington. 

Although the federal government is 
empowered by law to confiscate conces- 
sions after indemnity based on historical 
cost of the investment, nationalization 
has not occurred. The expropriation of 
the Foreign Power subsidiary by the 
state government of Rio Grande do Sul, 
mentioned elsewhere herein, does not 
come under the above-mentioned law, 
which dates from 1934. 

Private utilities in Brazil are allowed 
to earn 10 per cent of their historical 
cost. Rate increases granted in Brazil are 
limited to the recovery of increased op- 
erating costs, but make no provision to 
offset depreciation of the original invest- 
ment. This is a serious handicap. 


Expropriation Repercussions 


p= reactions to the expropriation of 
Foreign Power’s affiliate in Rio Grande 
do Sul suggest the problems encountered 
in the electric power business in that 
country. O Estado De Sao Paulo com- 
mented that the state’s action was “illegal 
and immoral confiscation from every 
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Country 


Previous Capacity 
(000 Kw.) 


Added Capacity Increase 
(000 Kw.) 


1,811 
545 
366 

26 

45 

2 
1,346 
33 
220 
4,394 
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point of view.” A Rio de Janeiro paper 
exposed “the devious means” used by the 
expropriating state government. But twen- 
ty-three members of the Rio Grande state 
assembly—some with communist leanings 
—moved to commend the government for 
its “patriotic attitude and defense of the 
interests of the people.” 

The Sao Paolo Syndicate of Bank Em- 
ployees issued a statement strongly sup- 
porting the expropriation of a company 
“which for years has been unmercifully 
exploiting the people . . . and impeding 
development.” The expropriation touched 
off a series of incidents elsewhere in the 
state and the nation. The Federal Minis- 
try of Agriculture set up a committee to 
evaluate the properties of a Foreign 
Power subsidiary in Pelotas, the state 
governor declaring that he intended to 
expropriate the company. In the Pernam- 
buco legislative assembly action was in- 
itiated to expropriate the Foreign Power 
electric, gas, and transit investment in 
Recife, although without good prospects 
of adoption. In Minas Gerais agitation 
started for expropriation of a third For- 
eign Power subsidiary, in Belo Horizonte. 
A student candlelight parade buried the 
company in effigy. At Ouro Preto in the 
same state the city council met under 
candlelight, the power having been turned 
off for nonpayment of bills, a frequent 
municipal phenomenon in Latin America. 
Sentiment in the national Chamber of 
Deputies for expropriation in several 
states was reported in the Rio de Janerio 
press. 


|. oo was introduced in the Sao Paolo 
state legislature in June, 1959, aimed 
at expropriation of a private Brazilian 
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utility at Votuporanga with compensation 
based on historical cost. From Belo Hori- 
zonte a delegation seeking the expropria- 
tion mentioned above, called on President 
Kubitschek to press the case. The delega- 
tion’s leader reportedly said: 


Mr. President, if your Excellency 
does not take immediate steps to re~ 
solve the electric power problem in 
Belo Horizonte, I myself will head a 
people’s movement to punish severely 
the directors of Bond and Share re- 
sponsible for the present state of things. 


World Bank and Power Expansion 


ETWEEN 1948 and last year end the 

World Bank has made about $1 bil- 
lion of loans to Latin American coun- 
tries. More than half of this total, or 
$536 million (net) has been for electric 
power development in nine countries. In 
addition the bank has lent $22 million for 
telephone and $127 million for railroad 
purposes in Latin America. What the 
power loans have meant in terms of ener- 
gy expansion may be seen from the ac- 
companying table, page 11. 

The bank’s first loan to Brazil was to 
the Canadian-owned Brazilian Traction, 
Light & Power Company, Ltd., the 
largest private enterprise in Brazil, which 
supplies more than half the electric ener- 
gy used in the country. Later the bank 
made loans to various state-owned power 
companies; and in 1958 it made a $73 
million loan for a joint private-official 
power project in the state of Minas Ger- 
ais. Mexico as the table shows, has been 
the second largest beneficiary of World 
Bank power loans. Of $186,328,000 of 
IBRD loans to Mexico, $124.8 million 
has been for power. Most of this has gone 
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to the official Comision Federal de 
Electricidad. In 1950 and 1958 the bank 
lent altogether $37 million to the Mexican 
Light & Power Company, a privately 
owned firm domiciled in Canada and con- 
trolled by Sofina in Brussels. A third 
loan to Mexlight is under discussion. 

In making such loans the World Bank 
—like the Eximbank—stresses the im- 
portance of an adequate rate of return 
for electric power entities, whether pri- 
vately or publicly owned. The bank’s suc- 
cess in this respect seems to be something 
less than complete. This is to be seen in 
the experience of Mexlight, as reflected 
in its annual reports. 


Eugene Black on Adequate Rates 
6 on bank’s attitude and reasoning has 
been made clear by its president, Eu- 
gene Black, on various occasions. He 
says: 


A steadily expanding supply of public 
utility services is a requisite of eco- 
nomic growth in all underdeveloped 
countries today. Over the next decade, 
many thousands of million dollars in 


capital for these services must be 
found. 

There is simply no practical way 
to raise this money unless a substantial 
part of it is generated by the utilities 
themselves through adequate charges 
to the users of their services . . . espe- 
cially . . . in a country where there is 
no organized capital market. By “ade- 
quate” rates we have meant rates which 
enable utilities not only to cover the 
real cost of their services but also to 
retain out of earnings substantial sums 
each year to help finance the expansions 
which inevitably will be needed to sus- 
tain future growth. And we have made 
no distinction in advocating adequate 
rates between privately owned and 
publicly owned utilities... Free gov- 
ernments have no real alternative to 
allowing their utility managers to set 
adequate rates—and then to adjust 
them promptly and _ proportionately 
whenever the cost of providing the 
services increases. There is simply no 
other way of attracting development 
capital—domestic and foreign, private 
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and public—to these expensive but in- 
dispensable development enterprises. 


M®* BLack speaks much common 
sense, although it still remains to 
be proven that further loans from Wash- 
ington banks will not be forthcoming un- 
less utility rates are made adequate. 
India, Mr. Black continues, has shown 
dramatically how relieving the taxpayer 
of utility subsidies frees resources for oth- 
er essential needs. The bank has found that 
artificially cheap power is not necessary to 
attract industry. Black cites studies made 
in Mexico and central Africa to prove 
this point. The enormous sums needed 
for power make it imperative “to discard 
old-fashioned, emotional attitudes to- 
wards utility finance and substitute com- 
mon-sense economy.” True enough; but 
how get this across to the emotional Latin 
American public? Government leaders 
may get the point, but the cause is polit- 
ically unpopular. True leadership of public 
opinion is wanted; and the educational 
job cannot be done overnight. 


Frondizi and Kubitschek 


ae quotes Argentine President 
Frondizi as stating that the deficits 
in state enterprises in Argentina can be 
traced to three causes: bad organization, 
too many administrators, and utility rates 
below cost of operation. So far, so good; 
but Frondizi adds, “No effort will be 
spared to achieve a reduction in the costs 
of these services . . .” This does not 
sound quite like preparing the public to 
back adequate utility rates. 
Brazil’s President Kubitschek is closer 
to the mark when he says: 


The impossibility of seeking in the 
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investing public, or in the reinvestment 
of profits of the utility itself, resources 
for the expansion transfers to the pub- 
lic budget or to government banks the 
whole of the responsibility for financ- 
ing indispensable expansions, a burden 
which they will never be able to bear 
without directly or indirectly resorting 
to vast issuances of money. The re- 
sulting inflation, contaminating the 
whole economic body of the country, 
will then be the price to be paid for 
discouraging the best way of financing 
public services; i.e., through the users 
themselves. 


Harvard Law School Study 


FS aniseed sponsored by the Harvard Uni- 

versity Law School for the World 
Bank and the U. N. Economic Commis- 
sion for Latin America (“The Regulation 
of the Electric Power Industry in Latin 
America”) reinforces Mr. Black’s advice 
on proper rate policy.* The study con- 
cludes that the economic cost to Latin 
America of the chronic underpricing of 
electric service is far greater than what 
would have to be paid in adequate elec- 
tric rates. The former cost is now paid 
in inadequate and irregular service, in the 
acquisition by industry of expensive alter- 
native sources of supply, and in the ac- 
centuation of inflation by the present 
means used to finance the power indus- 
try’s expansion. 

The Harvard study cites the reassur- 
ing experience in Europe, where countries 
took steps to bring rates into line with 
costs, as reported in 1958 by the OEEC. 


2 The study, published in April, 1959, by Johns 
Hopkins University Press, Baltimore, is based on 
information gathered in Brazil, Chile, Colombia, 
Costa Rica, and Mexico. 
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Adequate rates in Latin America require 
increases in present rates and further 
increases if more inflation develops. But 
this does not worry the authors of the 
Harvard book, because: (1) Existing rates 
are “startlingly low’; (2) it is possible 
to avoid extending proportionate rate in- 
creases to small residential users; (3) in- 
adequate service entails high indirect costs 
now; and (4) costs of power are but a 
small portion of value added in manu- 
facturing. 

The book concludes: “What a develop- 
ing nation needs more than cheap elec- 
tricity is plentiful electricity. And the best 


way to get it is to pay what the service | 


costs.” 


Eximbank Loans 


ee February, 1934, the Export-Im- 

port Bank of Washington has lent 
some $242 million in Latin America for 
electric power. Seventy-eight different 
credits have been extended in 11 countries, 
38 of them in Brazil alone, 13 in Mexico, 


and 11 in Colombia. The American & For- 
eign Power Company has been a major 
beneficiary of these loans over the years. 
Of the total mentioned, about $87.5 mil- 
lion has gone to Brazil, nearly $51 million 
to Mexico, some $25 million to Venezuela, 
and $24 million to Cuba. Foreign Power 
has received $114 million of Eximbank 
loans. Of this, $59.5 million was for its 
Brazilian subsidiaries, $24 million for use 
in Cuba, and $23 million in Mexico, 

Like the World Bank, the Eximbank 
is an advocate of adequate electric power 
tariffs. A bank spokesman explains that 
“Eximbank’s concern with rates is cen- 
tered almost exclusively on assurance that 
rates will provide sufficient earning power 
to help secure the loan. At the same time, 
where rates help produce loan security 
through earning power, they also make 
the transaction attractive to potential pri- 
vate investors who may participate with 
Eximbank in a loan. This, needless to 
say, is desirable from the bank’s point of 
view.” 





Putting First Things First 
Mm E must decide now where our priorities lie, and in my view they 
are three: 

"First, to provide for a strong national defense, with the fervent hope 
that this necessity will be temporary and rapidly decreasing. 

"Next, to work for a strong economy and a sound currency, because 
these are essential to healthy growth and the maintenance of our position in 
the world. This means balanced budgets, a continuing fight against inflation, 
a realization that no benefits can be provided from Washington that are not 
paid for sooner or later directly in taxes or indirectly through inflation. 

"And lastly, to work for the most effective use of our resources for 
domestic purposes, to find the right priorities, to end the old and advance 
the new, to recognize the competition among purposes and keep them in 
proportion, to build on partnership between government and the private 
enterprise economy in seeking our goals."’ 


—MAURICE H. STANS, 
Director, Bureau of the Budget. 
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Current Fallacies in Regulation 


By FRANCIS X. WELCH* 





The author examines certain misconceptions that seem to dominate the think- 

ing of many concerned with utility regulation today. He notes that com- 

mission regulation, while in need of strengthening and improvement, is the 
best possible method yet devised for good service at reasonable cost. 


OLERATION of other people’s points 

of view is a prime essential for any 

one or any group who wants to ac- 
complish something important in Wash- 
ington. The Southerners, the Westerners, 
the farm bloc and the labor bloc, and 
individual Congressmen and government 
officials—all have some traditional ties 
and attachments. And it is only by work- 
ing with and around these that practical 
results can be expected on the Washington 
scene. Trying to buck or ridicule a well- 
known weakness or fallacy can be a very 
expensive way of proving one’s self right 
in present-day Washington. Any discus- 
*Editor, Pusric UTILitieEs FortNIGHTLY. This 
article is, in substance, a restatement of an address 
by Mr. Welch on May 10, 1960, before the Fi- 


nancial Conference sponsored by the Edison Elec- 
tric Institute, Chicago, Illinois. 
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sion of present-day trends in rate regula- 
tion must take into account these various 
collateral slants and leanings, otherwise 
we would be helpless to do anything about 
a trend we did not like or which might be 
destructive to our interests. 


— utility regulation as it has de- 

veloped, both at the federal and state 
levels, suffers from certain fallacies or 
obsessions. As a result, certain trends 
have appeared which, if unchecked, would 
be destructive not only to the interests of 
the public utility industry but also the 
broader public interests. Generally speak- 
ing these misconceptions can be separated 
into three categories, as far as rate-mak- 
ing problems are concerned. And those 
who must cope with these problems, I 





CURRENT FALLACIES IN REGULATION 


think, must recognize these obsessions for 
what they are, and try working around 
them rather than colliding with them 
head-on in a futile attempt to destroy 
them by argument, logic, or propaganda. 
These are beliefs which are held today 
by a good many people, Congressmen, 
regulators, educators, and others who 
have authority, responsibility, and influ- 
ence in the broad field of regulation. 


|| prone stated the three obsessions, as 
this writer calls them, are as follows: 
First is the obsession with profit limita- 
tion. This is the idea that the overall 
purpose and main objective of rate regu- 
lation, and utility regulation generally, is 
to prevent a public utility company from 
making too much money. Secondly, there 
is the obsession with cost limitation. This 
is the idea that the way to go about ful- 
filling the public service responsibility of 
a utility company is to gear its service to 
the strictly stated cost components of its 
physical plant. Third, there is the obses- 
sion with monopoly. This stems from the 
dogmatic beliefs of liberal economists of 
a bygone century that competition per se 
protected the public interest, and that big 
business enterprise per se should be dis- 
couraged, restricted, and, if possible, 
broken down into smaller organizations. 

Now, these are the three broad areas 
of controversy in which the trends of 
regulation today are moving. This would 
be oversimplification if we did not realize, 
of course, that there are a host of supple- 
mental fallacies, such as the old idea about 
a utility’s rate of return being guaranteed. 
By whom it is guaranteed we are never 
told. And if you are the owner of some 
railroads shares, without dividends in re- 
cent years, you may well be wondering 


when and by whom this mythical guaranty 
will be made good. 


The Obsession with Profit Limitation 


B to go back to some particulariza- 
tion about these three obsessions 
noted, let us take a closer look at the first 
one—the obsession with profit limitation. 
You can easily test the widespread exist- 
ence of this popular misconception by 
casually asking any well-informed group 
of educators, legislators, regulators, or 
others—including lawyers—a simple ele- 
mentary question. Ask them what is the 
main objective of public utility regulation. 
The chances are excellent that one answer 
will be to the effect that regulation was 
designed to keep utility rates from getting 
too high. Another may say that it is to 
keep the utility companies from making 
too much money. Another may express 
his answer in terms of protecting the con- 
sumer from exploitation, and so on. All 
such answers are obviously keyed to this 
same idea of profit limitation. 

All right, what is the right answer? 
What is the purpose of regulation? From 
the very beginning — going back 300 
years—the main purpose of regulation 
was to assure the customer of service. The 
earliest regulatory statutes did not even 
contain any rate-fixing authority at all. 
That came later as part of this objective 
of assuring the public that an adequate 
and essential service would be available 
to it without discrimination. I know I do 
not have to labor the point. To talk about 
a reasonable rate without adequate serv- 
ice is to put the cart before the horse. We 
can conceive of utility service with an un- 
reasonable rate. But we cannot possibly 
conceive of a reasonable rate without 
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service. That would have no meaning at 
all! 


- ioe we must admit that this preoccu- 
pation with profit limitation is the 
one which is quite generally held today. 
So, what are we going to do about it? 
We can argue from case law or from eco- 
nomic history until we are blue in the 
face. It will be of no avail. The regulatory 
commissions are going to go on fixing 
rates on the basis of profit limitation, and 
the lawmakers are going to write laws on 
the same basis. Even the appellate courts 
seem to be convinced—without actually 
saying so, perhaps—that rate regulation 
and profit limitation are the same thing. 
Well we have all heard the old practical 
motto so useful in politics and elsewhere: 
“If you can’t lick ’em, join ’em.” Is it 
possible to obtain results which utility 
companies can live with by working with 
this concept of profit limitation, but on 
condition of a reasonable basis? Since the 
real purpose of regulation, as we know, 
is to assure the public of an adequate 
and reliable essential service, it must fol- 
low that an adequate return is necessary 
to maintain such a service. In other 
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words, can we not turn this concept of a 
reasonable profit into a supporting argu- 
ment for the original regulatory concept 
of making a sound and adequate and re- 
liable service available to the public? I 
think that is possible. More than that, I 
think that utility management and utility 
counsel will have to focus rate case pres- 
entation along this line to get satisfactory 
results in the future. 


T will be necessary, of course, to break 

through certain well-established mental 
blocks about the nature of the rate of re- 
turn, and what it is supposed to represent. 
It is customary, for instance, to speak of 
the return of a public utility company as 
something which is taken out of the rates 
or the revenue requirements over and 
above the cost of doing business—the pav- 
roll, the taxes, the materials and supplies, 
depreciation, and other operating ex- 
penses. Yet, how often does management 
itself stop to think that this is an arbi- 
trary accounting concept ? How often have 
you heard management people speak of a 
break-even point at which cost of opera- 
tion has been recovered and after which 
strictly profits are to be earned? The con- 
cept of separating expenses and earnings 
is, of course, a convenient and useful tool. 
But it does tend to trap us into looking 
on the return as a watertight compart- 
ment of revenue requirements, as it were, 
to be considered only over and above and 
entirely apart from so-called operating 
cost! That is simply not true. 

From an economic viewpoint — as 
distinguished from a mere accounting 
statement—the return element must be 
considered as part of every unit of serv- 
ice a utility produces, from the first kilo- 
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watt off the line to the very last. This is 
only another way of saying that return is 
just as much a cost of doing business as 
paying employees or taxes. And if you 
doubt it, just consider how much money 
a utility company would have to pay 
either its employees or its taxes if there 
were no return available for the owners. 
So when we make accounting distinctions 
between return and other costs of doing 
business, let us not fall into this trap of 
considering that there is any economic 
distinction whatever. The rate the custom- 
ers must pay for the use of the service 
should take care of the whole service and 
include every cost of providing that serv- 
ice, whether it be payroll or taxes or the 
use of other people’s money invested in 
plant. 


. I ‘Is obsession with profit limitation 


has a tendency to confuse the public 
interest with the cheapest possible rate 
and, therefore, the cheapest possible serv- 
ice. A regulated utility industry is par- 
ticularly vulnerable to this misconception 
because competitive comparisons in terms 
of service are not available to show how 
expensive a bargain basement type of 
utility service can be, in the long run, and 
how contrary it can be to the interest of 
the consumer. We need only take a ride 
on the miserable and occasionally filthy 
subways of New York city to realize the 
end result of a policy of keeping the price 
of a utility service down, for political 
reasons, regardless of all other economic 
consequences. 

Now it might be conceivably possible 
for our electric utility companies to fur- 
nish a cheaper ‘electric service, for a time 
at least, if they did not have to have ex- 


pensive underground conduits or did not 
have to eliminate some downtown direct 
current facilities, or could take other 
short cuts—resulting in something less 
than the fine service we have today. But 
would that profit the consumer in the 
long run? Or would it not eventually be 
the most expensive and least satisfactory 
type of service he could get? 


The Obsession with Cost Limitation 
HAT brings us to our second obsession 
in the field of regulation. It was 

probably Oscar Wilde who first defined a 
cynic as one who knew the price of every- 
thing and the value of nothing. The trend 
in rate regulation today, it must be admit- 
ted, is still bogged down in a preoccupa- 
tion with the statement of costs. There 
is no need here for any review of the 
classical conflict of original cost versus 
current fair value or reproduction cost, 
as a formula for rate making. Suffice it 
to say that despite a progressive postwar 
inflation which has destroyed the purchas- 
ing power of the dollar within the range 
of 3 to 4 per cent per year over the past 
decade and a half, roughly two-thirds of 
our state commissions and all of our fed- 
eral commissions tenaciously cling to a 
strict adherence to the original cost con- 
cept, in determining the utility rate base. 
It is true about a half-dozen states have 
switched from a cost to a present value 
basis, or have gone on such a basis since 
the end of World War II. But that trend 
seems to be tapering off. 

Unless the pace of inflation is stepped 
up in the near future, this writer does not 
look for very much immediate change in 
the present line-up. Of course, if we broke 
into a real galloping type of inflation—in 
the order of 5 to 10 per cent purchasing 
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power erosion per year—no doubt some 
of the commissions would be forced by 
sheer economic necessity, if not their ap- 
pellate courts, to take a more realistic 
view of present fair value versus original 
cost of utility property. 


NCE more we come to the problem of 
a built-in attachment to an estab- 
lished way of doing things. It is easy to 
argue that the real reason for this per- 
sistent regulatory preference for a cost 
base is a matter of convenience rather 
than equity. Such arguments have occa- 
sionally won over an appellate court, here 
and there; but they have not made much 
headway with the regulatory commis- 
sions. And even where the courts or stat- 
utes do require some consideration of 
present fair value, there is a regulatory 
tendency to give only a token recognition 
in the order of 3 per cent or less, above 
base cost figures. 

So again we come back to the practical 
solution. That would be to seek recog- 
nition for the utility’s true revenue re- 
quirements in the rate of return allowed, 
and in end-of-period rate base valuations 
to take care of inflationary trends and 
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regulatory lag. The telephone companies 
have been making some headway, in orig- 
inal cost states, in getting special return 
allowances to take care of what is known 
as attrition. That happened in New Jer- 
sey, recently. After all, it is the “take- 
home pay” that really counts, no matter 
how it is figured. Therefore, while I am 
not suggesting that utility companies give 
up on their efforts to gain more recogni- 
tion of current value in the rate base, 
wherever they can, there are also some 
good, tough arguments these days for in- 
creasing the rate of return. And I think 
they can be used with more effectiveness 
in future rate cases. 


Pepe the fact that the traditional 

6 per cent return on net investment 
was set over two decades ago, primarily 
by the Federal Power Commission. But 
most of our state commissions have fol- 
lowed a similar pattern. Since that time 
the interest rate alone has virtually 
doubled. It should not need much argu- 
ment to prove that with the cost of bond 
money at or near 6 per cent, an overall 
rate of return of 6 per cent on a net cost 
base has no appeal for new investors in 
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today’s highly competitive money market. 
With the electric industry capital needs 
for future expansion running in the order 
of $ billion next year and $5 billion by 
1965, a free flow of capital must be as- 
sured by a realistic return, or else the 
public service must inevitably suffer. 

The electric industry today is fortunate 
in this respect only because it now hap- 
pens to be passing through a period of 
dynamic growth. It is not presently faced 
with competitive risks which have 
plagued the railroads. Yet, who can tell 
how long this situation will last? There 
is at present no foreseeable limit to our 
national need for more and more elec- 
tricity. But during the next ten years, 
who can tell what the impact of any major 
economic breakthrough on atomic power 
development might have on the organi- 
zation of the electric utility industry, as 
we now know it? We might raise the same 
question as to the telephone business and 
the gas utility business, which are also 
experiencing a present period of dynamic 
growth, as well as many unpredictable 
technical and economic changes. With all 
this scientific talk about small package 
power plants and direct production of 
power from primary fuel sources, who 
could say that—twenty years from now 
—central station service and long-distance 
transmission will be the universal form 
of electric distribution? Who would have 
predicted even twenty years ago that the 
railroads would, in 1960, be trying to get 
out of passenger business? 


HIs is not to throw out scares or wet 
blankets, just at a time when the 
electric companies all over the country 
are reporting record-breaking dollar earn- 
ings. But we cannot afford to overlook 


this element of risk in the electric busi- 
ness. The investor is entitled to an incen- 
tive of reward when he assumes that 
risk. The electric utility industry has al- 
ways been able so far, by very reason of 
these conditions of dynamic growth and 
technological changes, to absorb and off- 
set the erosion of inflation and skyrock- 
eting operating costs, and to maintain 
earnings per unit of service with little or 
no increase of rates to the public. But 
there is a limit; there is a ceiling on how 
far technical efficiency and growth can 
go in this respect. There is evidence al- 
ready on hand to indicate that higher 
rates will have to be the answer, more 
and more, as operating costs continue to 
rise. 

One of the unfortunate results of keep- 
ing electric utilities down to a dead level 
of 6 per cent, or even less, on a cost base 
is the paralysis of incentive toward great- 
er efficiency and preductivity. It is obvi- 
ous, of course, that any standardized rate 
of return has the effect of penalizing the 
efficient operator and holding an um- 
brella over the inefficient operator. Not 
long ago the promoter of an electric space- 
heating device visited this writer’s office. 
He claimed that this device could utilize 
the off-peak nighttime hours of electric 
generating capacity to such a tremendous 
advantage that I was frankly amazed. I 
do not pretend to any technical compe- 
tence in judging such matters, of course, 
but the figures on potential improvement 
of net earnings per kilowatt-hour he 
quoted made my eyes bug out. 


o I asked him: “If this is so, how can 
any electric utility executive possibly 
turn down such a proposition?” He an- 
swered that he did not have any trouble 
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at all with the company presidents. It was 
when he got to the rate engineers and the 
operating executives that he had his 
trouble! Their attitude was simply this: 
“Why beat our brains out when all we 
can make is 6 per cent and we’re making 
that now?” Now that is a very under- 
standable attitude. Why should these men 
take a chance on installing a vast new pro- 
gram, involving intensive training of spe- 
cial sales force, extensive changes in rate 
structures, and a lot of other headaches 
and ulcer ticklers when the end result 
would be to produce no improvement in 
the earnings position (or at best only a 
very temporary improvement) because of 


a rigid regulatory ceiling on the rate of | 


return allowed ? 


HAT can be done about this? This 
writer does not have the slightest 
idea. The only suggestion to make is that 


more effort could be made to measure 
utility performance in terms of efficiency 
and productivity with a view to getting 
some corresponding recognition in the re- 
turn allowance. Sometimes perhaps both 
the utility industries and the regulators 
have placed too much emphasis on the per- 
centage of return based on cost of plant 
as the sole measure of allowable profit. 
Nonregulated industry has long used 
productivity as a test of operating costs 
in relation to sales in order to gain great- 
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er efficiency, economy, sales volume, and 
profit. In this sense the rate base is like a 
tombstone, marking the spot where in- 
vestment has been committed to physical 
plant. And a percentage rate of return 
based on cosi of capital is like a taillight 
instead of a headlight. It shows where we 
have been instead of where we are going, 
or really how we are doing. 


The Obsession with Monopoly 


HIs brings us to our third obsession 

— monopoly. It has been already 
mentioned that our antitrust laws were 
the outgrowth of an outmoded popular 
distrust of size and of big business. Little 
business was supposed to be more honest 
and wholesome. And yet we know today 
that virtually all of our future economic 
trend is towards larger-scale production, 
and that means more and better produc- 
tion at cheaper unit cost, and is, there- 
fore, in the public interest. Where is the 
consumer who would be content with an 
automobile or anything else built or pro- 
duced by the small-scale manufacturing 
facilities of three or four decades ago? 
Where is the labor union leader who 
would prefer to bargain with a thousand 
small employers as distinguished from a 
half-dozen really large business organiza- 
tions? 

Crying over the passing of-the coun- 
try general store is understandable from a 
sentimental point of view. But who would 
care to shop there today in preference to 
a modern supermarket? 

The fact is, of course, that real compe- 
tition has sharpened with the consolida- 
tion of business into large, more efficient 
competitors. Today we no longer have 
pure competition nor pure monopoly in any 
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line of business. Even in the public utility 
business, so-called natural monopoly 
exists only with respect to the service 
area. And that is mainly to protect the 
customer from wasteful duplication of 
facilities, 


Y™ although utilities are supposed to 
be protected at least from area compe- 
tition—through the substitution of regu- 
lation—there still prevails this obsession 
that we must, at all costs, keep the utility 
company tied down to a minimum size, 
to a minimum profit barely above operat- 
ing costs, because otherwise the public 
would suffer from monopolistic abuse. 

It was this fear of size and big business 
operation which led to the Holding Com- 
pany Act of 1935. Now it must be admit- 
ted that much good has come from that 
legislation by way of stablizing utility in- 
vestment and correcting admitted holding 
company abuses of that era. But is it not 
possible that the act went too far in plac- 
ing arbitrary limitations, geographical or 
otherwise, on the size of utility organiza- 
tion? The time is coming when we are 
going to have to do something about this. 
Electric utilities already have come up 
against this problem in their efforts to 
pool their resources for atomic power de- 
velopment, With a few exceptions, single 
companies cannot afford to bear heavy 
development costs in the nuclear field. 


Pyeesey the fact that in the mid- 

thirties when the Holding Company 
Act was passed, the average generator 
size was only about 13,000 kilowatts. By 
the mid-forties it was 20,000 kilowatts; 
and by the mid-fifties 200,000. Today, 
TVA is preparing to build a cross-com- 
pound machine of 800,000 kilowatts and 


there is already talk that plant capacity 
will pass the million kilowatt mark with- 
in the next decade. How are smaller com- 
panies going to carry this load unless 
they can pool their resources or otherwise 
get together on large-scale economic or- 
ganization? 


Regulatory Commission Shortcomings 
HIs brings us to one additional item 
about regulatory trends, and that has 

to do with commission organization. The 

things that are happening in Washington 
today, involving so-called shortcomings 
of the federal regulatory agencies, should 
give all regulated utility people cause for 
grave concern. Now, attacks on commis- 
sion regulation are not new. But in the 
past they have always resulted in com- 
mission regulation becoming broader and 
stronger. The commissions were given 
more authority over more phases of 
utility operation. But some of these bills 
now pending in Congress go much fur- 
ther. Some of them would do away with 
the commissions. They would delegate 
some administrative functions to a gov- 
ernment department responsible to the 
President, and they would delegate quasi- 
judicial functions to special administra- 
tive courts with all the restrictions and 
trappings of rigid courtroom procedure. 
It is a curious thing that we seem to be 
traveling full circle in this talk about 
making our commissions act like courts. 
When the commissions were established 
in the early part of the century, it was 
precisely to get away from the limita- 
tions of court procedure and legislative 
procedures. It was argued, and rightly so, 
that no court had the time or the special 
knowledge to deal with the details of 
utility regulation. lt was argued that the 
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rules of evidence, and all the other for- 
malities which grew out of adversary pro- 
ceedings under the common law and even 
in criminal law, were unnecessary ob- 
structions in the technique of regulating 
industrial operations. So we got away 
from all that. We went in for informal 
practice and we left it to the commissions 
and their staffs to see that the results 
were just results. 


N™ because of a few unfortunate 
incidents, there are those who would 
turn the clock back. “Get rid of the com- 
missions,” they say. “Make the utility 
stand in the dock of some federal dis- 
trict courtroom or under the thumb of 
some Cabinet officer.” How would that 
speed up the case load of the Federal 
Power Commission? If we are going to 
regulate utilities from a judicial bench, 
we will certainly have less efficient regu- 
lation. Such cumbersome procedure will 
exaggerate difficulties, not speed up regu- 
lation. 

As to the proposal to turn over the ad- 
ministrative procedures to a government 
department, there is nothing new in that 
either. That is what is known as minis- 
terial regulation. In every country where 
it has been universally practiced, it has 
eventually led to public ownership. Minis- 
terial regulation is necessarily political 
regulation because the regulator is not 
independent in his judgment, but he is 
primarily answerable to the political au- 
thority which appointed him. You can 
look all over Europe and see what hap- 
pened to the French railroads and to the 
British utilities, just within the last few 
decades. Always eventual public owner- 
ship was prefaced by a fiat form of regu- 


lation under some government Cabinet 
officer. And if you want examples closer 
to home, you need look only at what hap- 
pened in South America and particularly 
at what is happening in Cuba today. 


the proof of the pudding is in the 

eating, there is no need to apologize 
for commission regulation despite an oc- 
casional lapse or human weakness. There 
is no other system, whether public owner- 
ship or ministerial regulation, which can 
match its results or come anywhere near 
it. Here we are with only 6 per cent of 
the world’s population, 56 per cent of all 
the telephones in the world, 40 per cent 
of all the electric generating capacity in 
the world, more miles of plane, train, and 
pipeline carriage than anywhere else in 
the world. How in the face of these re- 
sults can anyone dare to say that commis- 
sion regulation has been a failure or that 
it should be replaced by some other sys- 
tem which cannot show comparable re- 
sults ? 

Of course, I realize that public utilities 
themselves cannot take effective direct 
action in the present situation in Wash- 
ington. Indeed, it would only aggravate 
the situation in the present political cli- 
mate for them to make such an attempt. 
There have been far too many apple- 
for-the-teacher incidents already. But 
along constructive lines which are open 
to everyone of us as citizens, taxpayers, 
and as articulate members of the com- 
munity in which we live, we can add our 
voices to those who insist that commission 
regulation is here to stay, that it should 
be strengthened and improved but never 
discarded for something else which could 
not possibly work as well. 
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The author gives an illuminating account of how utility stocks have held up 

in a period of inflation as well as going into other aspects of this kind of 

security which are not as a rule understood by the average investor. His 

analysis of the present market situation in regard to utility growth stocks is 

most interesting. He says that price-earnings ratios of such stocks will expand 

and that this, together with rising earnings, should give very favorable market 
results. 


understood by investors than any 
other group of securities. As a mat- 
ter of fact, I believe that the investing 
public is completely misinformed both as 
to what can be obtained from an invest- 
ment in an electric utility stock and the 
basic financial factors contributing to the 
investment merits of such stocks. 
Among the more prevalent misconcep- 
tions are: (1) Utility earnings are hurt 
by inflation; (2) tight money conditions 
have a particularly harmful effect on 
utilities; (3) utility stocks are defensive 
in character and, therefore, should be 


I my opinion, utility stocks are less 


*Partner, J. &.W. Seligman & Co., and vice 
president, Tri-Continental Corporation, New York, 
New York. For additional personal note, see 
‘Pages with the Editors.” 


bought only at times of uncertainty; and 
(4) utility stocks are income producers 
but have very limited growth potentials. 
In order to appraise the outlook for util- 
ity stocks, it is essential to examine these 
universally accepted concepts. 


Effects of Inflation 


Sas theory that utility earnings are 

hurt by inflation sounds most logical 
on the surface. The reasoning goes some- 
thing like this: “Utilities, being regulated, 
are not free to raise rates to cover in- 
creased costs without commission ap- 
proval, and this approval cannot always 
be obtained to the full extent necessary, 
and at the best there always is an extend- 
ed time lag. Since utilities are unable to 
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immediately pass increased costs on to 
the consumer, their earnings are bound to 
be hurt.” I am sure that 99 out of 100 
investors accept this theory on its face, 
and yet the facts indicate differently in so 
far as electric utilities are concerned. 


In 1933, when I first became a student 
of the utility industry, the New Deal had 
just launched a broad inflationary pro- 
gram, and one of my first jobs was to see 
how utilities would fare in an inflationary 
economy. For background we studied the 
results of the 1919-20 period. Wage, and 
particularly fuel, costs skyrocketed at that 
time, but still electric earnings were able 
to show a satisfactory gain. Throughout 
the post-World War II period we have 
had more or less continuous inflation. In 
spite of this, utility earnings have been 
in a pronounced upward trend. Although 
I have not personally studied the German 
and French inflations, those who have 
tell me that utilities weathered the storm 
much better than almost any other in- 
dustry. 


‘T= reason that actual experience does 
not conform to theory is that elec- 
tric utilities have only two major vari- 
able costs—fuel and wages. Fuel costs 
take about 16 per cent of gross revenues, 
and wages about 18 per cent. In the case 
of fuel, most utilities have automatic fuel 
clauses in their rate structures which pass 
on to the consumer anywhere from 60 
per cent to over 100 per cent of the in- 
creased price of fuel. Consequently, it is 
only the wage cost factor that can have 
an important effect on earnings. But ordi- 
narily even this rising cost is compen- 
sated for by other factors. 
Major increases in wage rates normal- 
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ly come only during a period of inflation 
when wage rates throughout industry are 
rising. If we assume that wage rates are 
rising 10 per cent annually, it is evident 
that the added costs can be offset by a 1.8 
per cent increase in gross revenues since 
wages amount to 18 per cent of gross. It 
is during these inflationary times with 
wages rising generally that both industry 
and the housewife turn to laborsaving 
devices which are based on electric en- 
ergy. In addition, there is a more ex- 
travagant use of electricity during such 
periods. Air conditioners and TV sets 
are left running and few people bother 
to go from room to room turning off 
lights. Consequently, the normal growth 
in the consumption of electricity acceler- 
ates by more than the amount necessary 
to offset the added wage costs. 


The theory that utilities are hurt by 
inflation also reasons that natural re 
source companies are benefited. But try 
to convince the copper or oil people or 
the investors in those industries that they 
are benefiting from inflation. The nat- 
ural economic law of supply and demand 
is a tougher taskmaster than man-made 
law limiting the rate of return for util- 
ities. 


Effects of Tight Money 


6 Baw second misconception that tight 

money conditions are particularly 
harmful to utilities is plausible on the 
surface. Not only are utilities coming to 
the capital market more frequently than 
other industries, but even a child can 
understand that utilities being limited to 
a 6 per cent return are worse off when 
they have to pay 54 per cent for their prior 
capital than they were when they paid 
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only 4 per cent. But there are compen- 
sating factors that often are ignored or 
completely misunderstood. In the first 
place, some commissions recognize this 
increased cost of capital and allow the 
utility a higher rate of return. 

However, there is a more significant 
but very subtle offsetting factor that is 
difficult to explain and even more difficult 
to understand. Many utility executives 
and many sophisticated investors fail to 
grasp the full significance of the benefits 
to be derived from selling new stock at a 
considerable premium over book value. 
Under tight money conditions when in- 
terest rates are rising due to inflationary 
conditions, common stocks are likely to 
be in favor and, if so, will sell at pre- 
miums above their book value. Certainly 
that is true under present market condi- 
tions, and most electric utilities sell at 
premiums ranging from 50 per cent to 
250 per cent above book value. 


HE easiest way to show the signifi- 
cance of rising interest rates and the 
sale of common stock at a premium is to 
work out these factors mathematically 
for a hypothetical utility. First take a 





utility with $100 million of invested capi- 
tal on which it earns 6 per cent, or $6 
million. Give it a capital structure of 
$70 million of prior securities and $30 
million of common stock, represented by 
1 million shares having a book value of 
$30 a share. Assume that the prior capi- 
tal has been sold over a period of years 
at an average cost of 4 per cent, resulting 
in prior charges of $2.8 million. Deduct- 
ing these prior charges from the $6 mil- 
lion of allowable earnings leaves $3.2 
million for the common stock, or $3.20 a 
share. 


NN’ assume that the company faces an 

expansion program which requires 
$50 million of new capital which would 
probably cover a five-year period. In order 
to eliminate the effects of financial fac- 
tors other than the cost of prior capital, 
we shall assume that the capital structure 
is maintained at the 70-30 ratio, there 
are no reinvested earnings, and that new 
common stock is sold at book value. The 
new capital is raised through the sale of 
$35 million of prior securities, at an aver- 
age cost of 54 per cent, and $15 million 
of common stock which, when sold at 
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book value, requires the issuance of 500,- 
000 shares. The invested capital then be- 
comes $150 million which at a 6 per cent 
return produces earnings of $9 million. 
From this must be deducted the new fixed 
charges of $4,725,000, leaving $4,275,000 
available for the common stock. This 
amount on 1.5 million shares adds up to 
$2.85 a share as compared with the $3.20 
earned before the financing—a decline of 
11 per cent. The public can easily under- 
stand this cause and effect of rising inter- 
est rates as an earnings depressant. 


ied take all of the above assumptions 

with one exception. Instead of as- 
suming that the new common stock is sold 
at book value, we shall assume that it is 
sold at a premium of 150 per cent over 
book. Many electric utilities are selling at 
such premiums, and some are selling at 


over 300 per cent of book value. Under 
this assumption, it would require the issu- 
ance of only 200,000 shares instead of 
500,000 shares to raise the $15 million 
from the sale of new common stock. With 
1.2 million shares outstanding, the $4,- 
275,000 of earnings on the common stock 
would produce earnings of $3.56 a share. 
Thus, not only would the effect of higher 
interest costs be offset, but there would 
actually be a gain of 11 per cent in earn- 
ings. 

It is, therefore, obvious that the higher 
the premium that is obtained over book 
value on the sale of common stock, the 
greater will be the effect on earnings. 
Since the growth utilities sell at higher 
premiums, they obtain a snowballing ef- 
fect from their financing. The faster the 
rate of growth in earnings, the higher is 
the premium over book value likely to 
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be. The higher this premium is, the more 
it will contribute to a stronger growth 
in earnings. 


Are Utilities Defensive and Sluggish? 
HE final two fallacies are quite sim- 
ilar—the only appeal of utilities is 

their defensive characteristic and they 
have limited growth potential. It seems 
as if I have heard these thoughts ex- 
pressed a million times. Hardly a day 
goes by that I do not read or hear opin- 
ions to this effect. It is true that many 
large well-known utilities have these char- 
acteristics. But then I look at the invest- 
ment results of my organization over the 
years and it is evident that neither of 
these beliefs is true for another large seg- 
ment of the industry. We have kept a 
record of the year-to-year results of our 
utility portfolio since 1938, and an in- 
vestor could not expect to get more favor- 
able results in any industry. 

Assume that at the close of 1938 you 
invested $100,000 in the Standard & 
Poor’s Utility Average, which includes 
many large well-known companies, an- 
other $100,000 in the Dow-Jones Indus- 
trial Stock Average, and a final $100,000 
in the Tri-Continental utility portfolio. 
An investment in the Standard & Poor’s 
Utility Average as of December 31, 1959, 
would have been worth $253,000 and 
there would have been seven out of twen- 
ty-one years when the investment would 
have shown a book loss as of the close of 
the year with the maximum loss of 49 
per cent occurring at the end of 1941. A 
$100,000 investment in the Dow-Jones 
Industrial Average would have a market 
value of $439,000 at the end of 1959. 
There would have been six years when 
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this account as of the close of the year 
showed a book loss with a maximum loss 
of 28 per cent being shown for 1941. The 
final $100,000 investment in my com- 
pany’s utility portfolio would have had 
a value of $1,584,000 as of December 31, 
1959. There would have been only one 
year out of the twenty-one years cov- 
ered when year-end values showed a loss, 
and that would have amounted to only 
10 per cent. Is it any wonder that we 
take a favorable attitude toward electric 
utilities? 


Utilities Pass the Crucial Test 
Nw” I am sure that there are still many 
who have doubts about what I have 
said about the industry, and still feel that 
electric utilities cannot combat inflation 
and rising interest rates. I would like to 
give my thesis the true test of actual in- 
vestment experience over a period that 
saw rapid inflation, rising costs, particu- 
larly in wages, and a doubling of interest 
rates. 
From 1947 through 1959 we had such 
a period which included the Korean War 
and a rapid industrial expansion which 
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should have had a relatively favorable 
market influence on industrial stocks. 
During this period our Tri-Continental 
utility portfolio, which is composed large- 
ly of the growth companies, showed a 
year-to-year gain in every single year, 
whereas the Dow-Jones Industrial Stock 
Average showed year-to-year declines in 
three out of the twelve years. Our utility 
portfolio outperformed the Industrial 
Average in eight out of the twelve years. 
For the full period, using 1947 as 100, 
the index of our utility portfolio now 
stands at 566.6, as compared to 374.3 for 
the Industrial Average. 


The reason for these results was that 
we early became convinced that many 
electric companies, contrary to public 
opinion, could be classified as strong 
growth companies. Recently I received 
from a very fine investment house a long 
list of “growth stocks.” Although 33 
stocks, including one of a gas pipeline, 
were listed, there was not one electric util- 
ity in the group. In going through these 
stocks I could find only two out of the 33 
that during the past ten years had a bet- 
ter growth trend than Florida Power & 
Light. 


| surprises most people to discover that 

Florida Power & Light’s per share 
earnings during the 1950’s grew at a 
faster rate than did those of Minnesota 
Mining or Minneapolis-Honeywell, two 
widely accepted growth companies. On 
an average, the electric utilities in our 
portfolio have shown for the past ten 
years an earnings growth trend that is 
twice the rate of the Dow-Jones indus- 
trial stocks. We own eight utilities that 
have had a faster rate of growth in earn- 


JULY 7, 1960 





PUBLIC UTILITIES FORTNIGHTLY 


ings than Eastman Kodak, Scott Paper, 
and most of the chemicals. 


- is evident from the figures that there 

are many utilities whose record would 
support the popular concept that utilities 
are defensive and sluggish, and will do 
relatively poorly during inflationary stock 
market conditions. However, it is equally 
evident that there is a large group of 
selected electric utilities that, because of 
their superior earnings trends, can keep 
pace with the best of industrials and can 
outperform the averages over a period 
of time. Because of this wide variation 
in performance, there should be a decid- 
ed difference in appraisal of earning pow- 
er that the market places on the two ex- 
tremes. 


Although there has been some fanning 
out of price-earnings ratios during the 
past two years, the public still thinks of 
utilities as a homogenous group whose 
stocks should sell at 15 to 18 times earn- 
ings. When a utility such as Florida 
Power & Light runs up to 23 times earn- 
ings, they feel it is overpriced. Because 
of its relatively strong growth potential, 
I am confident that it is not overpriced 
if one is willing to look a bit into the 
future. 


The 1960-61 Outlook 

pPezricurasty in the market place is it 

true that it is not so much what the 
facts are as what the public thinks they 
are that is important. Because the con- 
cepts that I have mentioned are so deep- 
rooted, they have had and probably will 
continue to have a restraining influence 
on utility common stock prices. 


However, a slow change has been oc- 
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curring over the past few years and I 
think this will continue. More and more 
of the funds coming into the market are 
coming in through pension funds and 
mutual funds, both of which employ 
analysts to study the economic and mar- 
ket trends. These analysts for the most 
part are intelligent people, and I am con- 
fident that over a period of time their 
thinking on the merits of utility growth 
stocks will be more fully reflected in the 
market. Recently I have had representa- 
tives of insurance companies, pension 
funds, investment companies, and for- 
eign investors approach me with the “dis- 
covery” that utility growth stocks repre- 
sent the best values in the market. 


HERE in the industrial field can one 

find stocks of companies with a 10 
per cent to 16 per cent earnings growth 
rate selling at 20 to 24 times earnings? 
IBM, with a slightly better growth rate 
of 18 per cent, sells at 49 times earnings. 
Minnesota Mining, with a 14 per cent 
growth rate, sells at 44 times earnings. 
Minneapolis-Honeywell, with an 11 per 
cent growth rate, sells at 31 times earn- 
ings. General Electric and Dow Chem- 
ical, with growth rates of 84 per cent 
and 11 per cent, respectively, sell at 26 
times earnings. I shall not even mention 
the fantastic price-earnings ratios of some 
of the smaller electronic or space stocks. 
All of these industrials which I have 
mentioned are subject, in varying de 
grees, to cyclical influences, competition, 
technological developments, or style 
changes. In contrast, utilities, which lack 
these risks to any important degree, can 
be bought at much lower price-earnings 
ratios. Florida Power & Light, with a 
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16 per cent growth rate, is selling at 24 
times earnings, Houston Lighting & Pow- 
er, with a 13 per cent growth rate, at 21 
times earnings, and Atlantic City Elec- 
tric, with a 10 per cent growth rate at 
19 times earnings. Over a period of time 
either the industrial ratios will have to 
decline or the growth utility ratios will 
rise. Perhaps there will be a combination 
of the two, but in any case the utilities 
represent better values at current levels. 


It is my opinion that over a period of 
time the P/E ratios of the growth util- 
ities will expand and this, together with 
rising earnings, will give very favorable 
market results. The reason for this opin- 
ion is that recently the market has weight- 
ed the earnings growth factor very heav- 
ily. This effort to find growth is based 
on two basic considerations. High tax 
rates have made capital gains much more 
desirable than current income, and the 
steady erosion of the dollar makes growth 
essential if the ravages of inflation are 
to be offset to any degree. Since these 
two basic considerations are not likely 
to change at an early date, the market 
should continue to be greatly influenced 
by the growth factors. 


F2 many years the more stable util- 
ities have sold at around 15 times 
earnings. With their relative lack of 
cyclical and competitive risks, this seems 
to be an appropriate ratio. These stocks 
with a growth rate of about 3 per cent 
annually as compared with the Dow-Jones 
Industrial growth rate of 4 per cent are 
selling very close to this historical 15 
ratio. 

If these stocks are entitled to this 
ratio, certainly those with superior growth 
are entitled to a much higher ratio. We 
feel that a utility with a growth rate of 
10 per cent should sell at 25 times earn- 
ings to be in line with the slower growth 
rate companies. A 15 per cent growth 
trend should entitle the company to a 35 
times ratio or better on the same basis 
and when compared with industrials. As 
I mentioned earlier, there has been a fan- 
ning out in P/E ratios, but I believe that 
there is room for a great deal more fan- 
ning out, as utilities are better under- 
stood, before the growth utilities become 
relatively overvalued. I am confident that 
investments in this area will work out 
comparatively well over the next few 
years. 





44) PROPOSE... 


an orderly plan for shifting the main flow of 


federal expenditures away from defense and toward our cities. 
As disarmament becomes a more immediate possibility, serious 
doubts have been expressed as to the ability of our economy to make 
a fast economic transition. We should give a lie to such notions by 
creating an orderly plan for transition. For our deteriorated public 
plant, in fact, our beleaguered cities alone can productively absorb 
a large part of our defense expenditure almost overnight and with 


scarcely an economic tremor." 


—DAVID LAWRENCE, 


Governor of Pennsylvania. 
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AEC to Appeal Court Blockade 


On Project Licenses 


A FURTHER court struggle over the 
Enrico Fermi atomic power plant is 
now expected, following a decision by 
the U. S. court of appeals for the District 
of Columbia circuit, which could halt con- 
struction of the $80 million project. Rob- 
ert W. Hartwell, general manager of 
Power Reactor Development Company, 
said no final decision had been made, but 
the company “anticipates that a [U. S.] 
Supreme Court review of the case will be 
sought.” 

The lower court set aside an order of 
the Atomic Energy Commission which 
had authorized construction of the fast- 
breeder reactor plant at Lagoona Beach, 
30 miles southwest of Detroit. By a 2-to-1 
decision, the court ruled AEC findings 
that the plant could operate without un- 
due risk or with adequate protection to 
the health and safety of the public were 
“clearly inadequate.” The decision sends 
the case back to the AEC for further 
study. 

The court’s decision was hailed as “a 
victory for those of us in this heavily 
populated area who have a deep respect 
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for the power of the atom” by spokes- 
men of the United Automobile Workers 
Union, which has opposed building the 
plant. The Power Reactor Development 
Company was issued a provisional con- 
struction permit in August, 1956, by the 
AEC. Power Reactor is a group of 21 
companies which have put up money for 
the experimental 150,000-kilowatt plant. 


Pigg John A. McCone of the 
AEC on June 15th announced that 
the commission is consulting with the 
Department of Justice concerning steps 
to appeal the decision of the court. The 
commission is concerned about the future 
possible judicial obstruction, as well as 
about the Michigan project, in the licens- 
ing of nuclear plants. The AEC fears this 
will slow up the nation’s nuclear power 
program. The court majority (opinion 
by Judge Edgerton, joined by Judge 
Bazelon) would require that the com- 
mission be assured of safety of operation 
even before permitting construction to 
start. 

It is the AEC’s position that it is more 
practical to license construction so as to 
get the program rolling, and leave op- 
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erating details to be worked out subse- 
quently. Dissenting Judge Burger took a 
similar view. He stated, in his minority 
opinion: “The commission has issued 
only a provisional permit to build a plant, 
not to operate it.” It was pointed out, 
moreover, that the p!ant could not go into 
operation until the commission is satisfied 
with the provision for safety. Burger felt 
that it was not the function of the court 
to tell the commission that it had ‘‘made 
an unwise decision on the location of the 
plant.” 

The majority opinion, however, in up- 
holding the petition of the labor unions 
(complaining about the safety of the pro- 
posed plant), ruled that the AEC had not 
justified the licensing of such a plant on 
the heavily populated Lake Erie shore, 
southwest of Detroit. 


iu the District of Columbia court ruling 


is approved, it could affect several 
other nuclear power reactors now under 
construction. As in the case of the Enrico 
Fermi reactor, three of these plants are 
being built under construction permits 
subject to further licensing before opera- 
tion. There are still other reactor pro- 
posals for construction permits, now 
pending with the AEC, which would be 
affected by the court’s insistence that op- 
erating problems be worked out before 
construction can start. With congressional 
pressure on the AEC to step up the nu- 
clear program in view of international 
tensions and alleged Russian progress in 
this field, the AEC would like to have its 
track cleared of future judicial interfer- 
ence. The court majority agreed with the 
auto workers’ union and the other labor 
unions that they had proper standing in 
court to challenge the commission’s ac- 
tions to insure safe working conditions 
for their membership. 


The Detroit Edison Company is the 


leader of the group and is also building 
the steam generator plant at the Lagoona 
Beach site. The project has been under 
attack—almost since its inception—by the 
UAW, the International Union of Elec- 
trical Workers, and the United Paper- 
makers and Paperworkers. They contend 
it might endanger the health and safety 
of union members and families living in 
Detroit, Monroe, and Toledo. 

Despite union objections, which have 
carried the matter to Congress, as well as 
the courts, the AEC construction permit 
has remained untouched and the plant is 
close to completion. The AEC had held 
that a construction permit was merely the 
first step toward a license to operate the 
reactor. A license would not be issued, it 
added, until Power Reactor submitted a 
complete hazard summary report which 
would be reviewed in the light of public 
health and safety. 


* 


Fuel Study Measure Dies 


Fer by both natural gas and oil in- 
dustry interests as an effort by the coal 
industry to maneuver itself into a better 
competitive position, a measure to create 
a further study of national fuels policy 
in the United States was tabled by ‘the 
House Rules Committee. This probably 
means that it will not emerge from the 
present Congress, although elsewhere on 
Capitol Hill attempts were still being 
made to promote similar legislation. If 
something of the sort were to get through 
the Senate, it is doubtful whether the op- 
position of the House Rules Committee, 
however, could be overcome within the 
short time remaining before adjournment. 

The gas and oil people were busy, 
nevertheless, trying to get their own 
policy studies in motion, hoping to take 
some of the steam out of the coal-spon- 
sored plan. The coal interests are reported 
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to be against the importation of residual 
oil along the eastern seaboard and the 
summer “dump” sale of natural gas at cut 
prices to electric power plants. Oil and 
gas companies have opposed earlier 
resolutions in Congress on a national fuels 
policy, because they felt a rigged study of 
the fuels situation might lead to forcing 
one product on a consumer over another 
without free choice. 


NCIDENTALLY, the National Coal Asso- 
ciation on June 10th opened its new 
headquarters in Washington, D. C. The 
unique new building is equipped for both 
air conditioning and heating through the 
use of coal. NCA members represent coal 
producers, sales agencies, and other 
groups interested in the welfare of the 
coal industry. For more than forty years 
the association has fostered the use of 
bituminous coal by encouraging foreign 
consumption of U. S. coal, through co- 
operation with industry and the public 
regarding coal problems, and by the pub- 
lication of various data related to the in- 
dustry. 

The NCA has also announced plans for 
the construction of a $875,000 coal re- 
search laboratory to be built at Monroe- 
ville, Pennsylvania. The new research 
facility, to be constructed by Bituminous 
Coal Research, Inc. (an NCA associate), 
will consolidate separate laboratories 
maintained at Pittsburgh, Pennsylvania, 
and Columbus, Ohio. NCA President 
Stephen F. Dunn has stated that the new 
central research group will enable the in- 
dustry to “keep pace with other industries 
in the important field of research.” 


> 


TVA to Get Nuclear Reactor 


te Atomic Energy Commission has 
signed an agreement with the Ten- 


nessee Valley Authority under which the 
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authority will operate the commission’s 
flexible experimental prototype gas-cooled 
reactor at Oak Ridge, Tennessee. Esti- 
mated cost of the plant is about $30 mil- 
lion. The reactor will provide important 
experimental facilities for testing fuel ele- 
ments, gas coolants, and reactor materials 
in connection with the commission’s gas- 
cooled reactor development program. 
This plant will provide about 25,000 
kilowatts. Power generated will be used 
at the AEC’s installations in Oak Ridge. 
Some design and construction assistance 
will be furnished by TVA, but AEC will 
reimburse the authority for it. 


~ 
Wage Bill Advances 


— minimum wage bill has 
been reported by the Senate Labor 
Committee to extend coverage to 41,000 
phone switchboard operators. But it 
would still retain exemption for about 
1,000 phone switchboard operators em- 
ployed by independently owned telephone 
systems with less than 750 subscribers. 

An earlier version of the bill would 
have confined the exemption of small ex- 
change operators’ wages to those company 
employers doing a business of less than 
$750,000 a year. The overall new cover- 
age of the measure would be only 5 mil- 
lion new workers, compared with the 10.7 
million figure contained in the subcom- 
mittee version of the bill. One of the big- 
gest changes was that to eliminate from 
coverage of the Wage-Hour Act 1,331, 
000 construction workers. 

As the wage bill now emerges, it would 
set new standards for 23.7 million work- 
ers who already are covered. For these 
workers it would raise the minimum 
hourly rates to $1.15 in 1961, $1.20 in 
1962, and $1.25 in 1963. For newly cov- 
ered workers, such as the switchboard op- 
erators, the minimum wage would be $1 
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in 1961, with no maximum-hours-a-week 
provision, $1.05 in 1962 with a 44-hour 
week, $1.25 and forty-two hours in 1963, 
and $1.25 and forty hours in 1964. 

As the measure is now shaping up, it 
will be almost identical to the House bill. 
That is why Senator Kennedy (Demo- 
crat, Massachusetts), sponsor of the Sen- 
ate bill, is optimistic about agreement 
between the House and Senate on the 
legislation. However, there still remains 
opposition to the bill from both Demo- 
crats and Republicans who might use de- 
laying tactics to keep it from passing in 
the closing days of this session of Con- 
gress. 

» 


Advertising Tax Bill 


b Be chances of a bill emerging as law 
which would remove the contro- 
versial tax deduction ban on so-called 
political advertising are still regarded as 
slim—despite the somewhat sudden if not 
unexpected approval of the House Ways 
and Means Committee. This committee, 
by unanimous voice vote, approved the 
Boggs Bill (HR 7123). There had been 
no previous hearings. But Chairman 
Mills (Democrat, Arkansas) of the 
House committee explained that the 
Treasury had “no objection” to the meas- 
ure as it cleared the committee. A green 
light from the House Rules Committee 
seemed to be in prospect. And there is 
even a fair chance that passage in the 
House—which rarely turns down or dras- 
tically alters a Ways and Means Com- 
mittee recommendation—can be obtained. 
But in the Senate opposition is building 
up from the so-called “‘public power bloc,” 
a group of Senators generally in favor of 
expanding federal government activity in 
the electric power field and public owner- 
ship on the whole. 


The Boggs Bill would wipe out a con- 
troversial regulation issued last Decem- 
ber by the Internal Revenue Service de- 
nying tax deductions for funds used by 
trade associations, labor unions, and 
similar groups for lobbying. Such groups 
are tax-exempt anyway. But the regula- 
tion would have required their members 
to pay taxes on whatever portion of their 
dues or other contributions were used to 
influence legislation. Previously these 
dues or contributions had been tax de- 
ductible. The committee-approved bill 
would go further, however. It would also 
permit corporations to deduct as business 
expenses any funds they use. to push or 
oppose legislation. This would mean that 
a privately owned power company could 
claim tax deductions for funds used for 
advertising or other expenses to oppose 
public power development. Or that a cor- 
poration could take tax deductions for 
funds used to push right-to-work laws. 


HE IRS has barred tax deductions 

for funds spent for such purposes as 
a result of protests by Senator Estes 
Kefauver (Democrat, Tennessee). Al- 
though some members of the Ways and 
Means Committee said privately that the 
committee-approved bill might be “too 
broad,” the measure cleared the group 
without a dissenting vote. The committee 
placed only two limitations on tax de- 
ductibility of lobbying expenses: (1) that 
the funds be used in connection with 
legislation affecting the trade or business 
of the group doing the lobbying; (2) that 
none of the funds be contributed to cam- 
paigns of political candidates. Treasury 
officials, appearing before the committee 
in a closed-door session, urged that lobby- 
ing tax deductions be limited to expenses 
incurred for actual appearances before 
legislative committees. 
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Phone Tax Retained 


i leon Senate has approved the excise 
tax bill extending for another year 
taxes on telephone, telegram, and travel 
service. The action was taken on a 54-to- 
30 vote in the Senate despite the fact that 
the Finance Committee had voted to drop 
the telephone tax. Had the tax on tele- 
phone, telegram, and travel service been 
eliminated, it would have meant a loss of 
some $752.3 million a year in revenues. 
President Eisenhower had indicated that 
this money was essential to the budget. 
The bill, which now goes to the White 
House where it is sure to receive presi- 
dential approval, increases the public debt 
limit to $293 billion until July 1, 1961, 
and continues for another year the 52 per 
cent corporation income tax rate and 
various excise taxes on liquor, tobacco, 
and automobiles. 

Last year the telephone industry gained 
a significant victory when Congress set 
June 30, 1960, as the expiration date for 
the 10 per cent tax on local telephone 
service. Up to that time, unlike most other 
excise taxes, the telephone levy was con- 
tinuous, not requiring an affirmative vote 
of Congress to keep the tax in effect. Al- 
most immediately a number of states en- 
acted legislation providing that, upon ex- 
piration of the federal levy, the states 
would take over this lucrative form of 
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Telephone and 


Telegraph 


income. Contrary to some notions, the 
states do not have to wait for the federal 
tax to die before enacting their own form 
of telephone tax. However, most states 
realize that a tax on top of the present 
10 per cent federal measure would be 
extremely unpopular with the voters. 


TE apes the Constitution all measures 
relating to taxation must arise in the 
House. The House Committee on Ways 
and Means, one of the most powerful 
committees on the Hill, most often ar- 
ranges to have bills of this nature called 
up under a “closed rule” which does not 
permit any amendments to be made from 
the floor. Such an arrangement, it is felt, 
prevents the time-consuming piecemeal 
consideration of each single proposal 
within the general bill and it also cuts 
down on the possibility that amendments 
will be made which would serve special 
interest groups. 

The telephone industry has waged a 
vigorous campaign, asking its customers 
to contact their congressional representa- 
tives urging them to permit the tax to 
lapse. When the tax bill was called up be- 
fore the House for debate the effective- 
ness of this campaign was evident. 
Numerous Representatives, including 
Brown (Republican, Ohio), Mason 
(Republican, Illinois), Gray (Democrat, 
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Illinois), Thomson (Republican, Wyom- 
ing), Schenck (Republican, Ohio), Cham- 
berlain (Republican, Michigan), and Der- 
winski (Republican, Illinois), spoke out 
actively against continuation of the tax. 
At the final vote the bill was passed by 
the slight margin of 223 favoring with 
174 opposed. A number of Representa- 
tives indicated that they voted for the bill 


| only because it also contained the provi- 


sion increasing the public debt limit. Had 


| the proposal been called up under any- 


thing other than a “closed rule” (which 
many legislators refer to as the “gag 
rule”) it seems certain that the House 
would have permitted at least the tele- 
phone tax to lapse. 


, i ‘HE Senate was not hampered by any 
limitation on debate or amendments 


| when the excise tax proposal reached the 


floor of that chamber. Since the Senate 


| Finance Committee had already deleted 


the tax on telephone, telegrams, and 
travel, it seemed for a time that the Sen- 
ate would accept the committee’s bill. 
It should be remembered that when an 
expiration date on this tax was set last 
year, it was the Senate which took the 
action, amending a House bill. However, 
the presidential plea for a balanced budget 
and the necessity for these tax funds 
seem to have been the major blocks in 
getting rid of the levy this year. A good 
many observers felt that if the Senate 
had gone along with the recommendations 
of its Finance Committee, a House- 
Senate conference would have resulted 
and the tax would have been cut to 5 per 
cent rather than eliminated altogether. 
This, of course, is now academic specula- 
tion since the Senate passed the House 
version of the bill. 

Senator Johnson (Democrat, Texas), 
the Democratic Majority Leader, made a 
strong appeal for retention of the tax and 


he stated that repealing the levy in a 
period of world crisis would not be “fiscal 
responsibility.” He stated that he had 
“grave doubts about the wisdom of any 
cuts that would reduce the total revenues 
of this bill.” It appears that Senator John- 
son’s plea convinced a good many Sen- 
ators that the tax should be retained. This 
is sure to signal a new campaign on the 
part of the telephone industry to insure 
that the tax will not be renewed when it 
again comes before the Congress in June 
of 1961. 
5 


Committee Reports “Payola” 
Legislation 
A SWEEPING bill designed to outlaw 
deceptive broadcasting practices has 
been cleared for floor action in the House. 
The measure is the result of “payola” and 
rigged TV show disclosures brought to 
light by the House Interstate and Foreign 
Commerce Subcommittee on Legislative 
Oversight. 
The House proposal has been added to 
a minor bill already passed by the Senate 
(S 1898) dealing with broadcast licensing 
procedures. The House additions provide 
that radio and TV station employees 
would be required to report in advance 
any promises made to broadcast anything 
in exchange for money or gifts. The sta- 
tion would then be required to announce 
that the broadcast matter had been paid 
for, unless the Federal Communications 
Commission waived the rule on grounds 
of “public interest, convenience, or neces- 
sity.” The legislation also outlaws rigged 
quiz shows, with penalties up to $10,000 
and one year in jail for violations, The 
Federal Communications Commission 
would also be authorized to suspend a 
license for up to ten days if a radio or 
TV station fails to observe regulations or 
does not live up to the promises made in 
its original application. 
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. bill for the most part follows the 
general recommendations of the sub- 
committee. The full committee did delete 
one section urged by the subcommittee 
~ which would have required the commis- 
sion to regulate and license radio and TV 
networks, just as individual stations are 
now licensed. Should the House approve 
the bill, which seems likely, the Senate 
will probably accept the House provisions 
so as to avoid a conference to make the 
bill acceptable to both chambers. Amend- 
ing the Senate-passed licensing bill will 
avoid the necessity of routing a House 
proposal through a Senate committee, 
which would be time consuming. With 
Congress pressed for a July adjournment, 
the shortest way will probably be fol- 
lowed. Indications are that the White 
House would approve such legislation. 


* 


House Committee Approves 
Minimum Wage Bill 


FTER many weeks of hearings during 
which representatives of just about 
every walk of life testified, the House 
Labor Committee has approved a com- 
promise bill which will gradually boost 
the $1-an-hour minimum wage to $1.25. 
For presently covered workers, a $1.15 
minimum would start on this November 
Ist. This figure would go up to $1.20 a 
year later and the maximum of $1.25 
would be reached in November of 1962. 
Of particular interest to the telephone 
industry are the 800,000 workers who 
will be newly covered by this bill, some of 
whom will be telephone operators. The 
House bill puts the exemption for small 
switchboard operators on a company basis 
rather than on an exchange basis. There- 
fore, companies having more than 750 
stations would lose their exemption. Only 


those companies having less than 50 sta- 
tions, regardless of switchboard or ex- 
changes, would be covered. 

In addition to the gradual increase in 
the minimum wage and the extended cov- 
erage, the bill also requires overtime pay 
after a 48-hour week for newly covered 
workers starting November Ist. The over- 
time provision would gradually be re- 
duced to a 40-hour week after four years. 

The Senate is also considering a mini- 
mum wage bill and chances are that some 
modified form of the Kennedy Bill will 
be reported. This bill is tougher on the 
telephone industry in that it provides that 
exemption from the Wage-Hour Law 
would only apply to operators of switch- 
boards in private homes. It has been esti- 
mated that Kennedy’s bill would bring 
about 41,000 operators under the mini- 
mum wage law, leaving a mere 1,000 ex- 
empt from its provisions. 


HERE is strong feeling among Demo- 

cratic legislators that some boost in 
the minimum wage must be enacted be- 
fore adjournment and the forthcoming 
political campaign. As a matter of fact, 
the stumbling block to adjournment be- 
fore the July political conventions rests 
with three major bills, one of which is the 
minimum wage proposal. (The other two 
bills are medical care for the aged and 
federal aid to school construction.) There 
have been persistent rumors in Washing- 
ton that if Congress fails to take some 
action on these bills, there will be an ad- 
ditional session in August. Members who 
are up for election and those interested in 
the presidential election are very much 
against any such recall. 

It is not possible to say what amend- 
ments may be made on the House floor 
or what type of bill will be reported out 
of the Senate committee. 
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Financial News 


and Comment 


By OWEN ELY 


Electric House Heating— 
$1 Billion Revenues 
Within a Decade? 


_ far air conditioning and elec- 
tric heating have not been made a 
separate part of the statistical data reg- 
ularly published by the FPC or the EEI, 
but occasionally special data become avail- 
able which give a general idea of the 
scope of these “infant industries” and 
their rapid growth. Thomas G. Ayers, 
vice president of Commonwealth Edison 
Company, gave an interesting address at 
the recent EEI convention, entitled ‘“‘Elec- 
tric Heat—the Big Market of the Six- 
ties.” 

Some 6.5 million electric customers 
now have room air conditioners, he said, 
and another 900,000 have central cool- 
ing, so that altogether about 14 per cent 
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of residential customers enjoy cooling. 
Makers of residential cooling equipment 
grossed about $800 million last year, or 
17 per cent more than in 1958. This rapid 
growth means increased summer peak 
loads for the utility companies though 
much of the extra demand may be only 
for a few hours during a heat wave. To 
improve the load factor, therefore, many 
companies are now promoting electric 
heating and initiating special heating 
rates. 


HILE electric heating customers have 

doubled in the last three years, ac- 
cording to Mr. Ayers, there is much more 
competition in this field than in air con- 
ditioning. Users still number only 600,- 
000 or less than 1 per cent of the 50 mil- 
lion residential customers. (Another es- 
timate is 800,000.) No breakdown of this 
figure seems available as between those 
using heat pumps, baseboard resistance 
units, radiant glass panels, ceiling cables 
or prefabricated panels, bathroom blower 
units, etc. He expects the percentage of 
customers using electric heat to rise to 
6 or 7 per cent within the next decade. 
Even this moderate percentage would be 
of great interest to the industry—since 
four million electrically heated homes 
could use an estimated 80 billion kilo- 
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Cost of 
Unit and 
Installation 


Type of Installation 

Gas Forced-air Furnace 
Electric Heat Pump ... 
Electric Resistance Heating .... 


*Overall performance factor. 


(?) 268 
$1,000-1,270** 


FORTNIGHTLY 


Cost 
Of 
Heating 
$ 97 


Heating 
Efficiency 
72% 

2.24* 


600 100% 


**The lower price is for baseboard installation, the higher for cable. 


e 


watt-hours—nearly half the electricity 
used by all residential customers in 1959! 
Electric heating equipment sales ap- 
proximated $100 million last year, and 
this could easily become a billion-dollar- 
a-year industry in less than a decade. 
Electric revenues from house heating al- 
ready are estimated at $225 million and 
in a decade could also exceed $1 billion. 


M* AYERS was inclined to be some- 
what critical of the manufacturers 
of electric heating equipment, He thinks 


they should give the consumer (the house- 
wife in this case) more artistic products 
and better servicing, especially with the 
heat pump. Moreover, advertising of elec- 
tric heat should be “pinpointed” and not 
merely included in ads covering appli- 
ances, lighting, etc. The EEI has shown 
its leadership in this respect with its re- 
cent double-page ad in Better Homes and 
Gardens, but this is only a beginning. He 
stated : 


The electric heat market is com- 
posed of many elements, each with 
varying degrees of interest. These in- 
clude not only the manufacturer, dis- 
tributor, architect, heating contractor, 


Gas Forced-air Furnace 
Electric Heat Pump . 
Electric Resistance Heating—Baseboard 


electrician and builder, but also the 
mortgage lender, appraiser, and FHA 
officer. All need to be organized into 
a unified effort if electric heating is 
to be successfully promoted. . . . The 
job, stated simply, is one of basic lead- 
ership. 


We should like to add that the indus- 
try needs better statistics also. Such data 
on the relative cost of house heating by 
gas and electricity as are available seem 
highly conflicting in some cases, Thus, a 
large gas company, in a data book com- 
piled for security analysts, gave the fig- 
ures shown in above table for the relative 
costs of heating an “average” home (size 
not indicated) in a certain large city. 

On this basis, assuming that the aver- 
age home might have 1,000 square feet, 
costs per square foot would work out 
as shown in table below. 


N the other hand, the local electric 

utility in this city has (on request) 
furnished us with cost figures which work 
out as shown in table on page 41, on a 
square foot basis, for 11 homes ranging 
in size from 700 to 2,850 square feet. 


Heating 


Installation (Annual) 


Electric Resistance Heating—Ceiling Cable . 
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Number 


Of Homes 


Gas Forced-air Furnace 

Electric Heat Pump 

Electric Resistance Heating— 
Baseboard 

Electric Resistance Heating— 
Ceiling Cable 


3 
4 
4 


4 


Other cost sheets, apparently prepared 
by a governmental agency for the same 
city, show gas-heating costs of 12-14 
cents per square foot per annum and elec- 
tric heating costs of 20-22 cents per 
square foot, for houses ranging from 
700 to 2,000 square feet. Unfortunately, 
the method of electric heating was not 
indicated, but the character of the in- 
sulation was described in each case. 


OULD it not be worth while for the 
EEI, in co-operation with manu- 
facturers and contractors’ organizations, 
to make a study of both initial costs and 


& 


Aver. Cost Per Square Foot 
Installation Heating (Annual) 


50¢-$1.33 13¢ 
$1.55 - 1.84 13-24¢ 


36- 54¢ 14-23¢ 
36- 49¢ 14-27¢ 


operating costs for electric heating in a 
few of the larger cities throughout the 
country, based on a uniform number of 
square feet and an indicated number of 
degree-days for each city? Such a study 
would prove very interesting for contrac- 
tors or individual home builders who are 
contemplating installation of electric heat- 
ing in some form. In compiling the in- 
stallation cost figures, the extra cost of 
special insulation, individual room ther- 
mostats, and other methods of reducing 
the operating cost of electric heating 
should be indicated as part of the initial 
cost. 


MAY UTILITY FINANCING 
PUBLIC OFFERINGS OF ELECTRIC AND GAS UTILITY SECURITIES 


Price 


Amount 0 


Date (Mill.) Description 
Bonds and Debentures 


5/7 $4 
5/10 
5/13 
5/18 


5/25 


Pennsylvania Elec. Ist 5s 1990 .... 
California Elec. Pwr. Ist 54s 1990 . 


Common Stocks—Offered to Stockholders 
AT IZoniay PUD Sele scciecicness eee ees 
Common Stocks—Offered to Public 


Columbia Gas 
Plorida Powe? & Lt... cic cs ccccccs 


5/25 


5/4 
6/1 


27 
24 


C—Competitive. N—Negotiated. a—The issue was reported well received. 


Public 


100 
101.88 
100.38 


102.37 
102.64 


36.50 


Aver. Yield 
For 
Securities 
Of Similar Moody Offer- 
Quality Rating ings 


Success 
Under- Offer- O 
writing ing 


Spread Yield 


Ba 
Aa 
A 


5.25% 
4.88 
5.10 
5.45 


5.20 


SN 
.78C 
81C 
L23€ 


87C 


4.57% 
84 


4 
5.07 
4.87 


Baa 


A 


Earn.- 
Price 
Ratio 


I5N 3.29 5.5 


5.19 
1.62 


.67C 
1.12C 


b—The issue was reported 


fairly well received. d—It is reported the issue sold slowly. 


Source, Irving Trust Company 
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Curtis V. Ter Kuile of Hallgarten & 
Co., who has prepared a study on electric 
heating, reports that for some cities in 
the Middle West heating a house of 9,600 
cubic feet (roughly the same as 1,000 
square feet) with electricity costs about 
22 cents per square foot versus 12 cents 
for gas. 

Officials of Houston Lighting, which 
has been extremely active in promoting 
heat pumps, stated in a recent talk before 
the New York Society of Security Ana- 
lysts that in their area a customer can 
heat and cool with a heat pump as cheaply 
as with any other system, but they did not 
give any cost data. 


¥ 


Progress with Thermoelectric 
Devices 


teed news reports seem to give 

promise for eventual success in de- 
veloping thermoelectric devices for use 
in refrigerators, household heating and 
cooling, etc., the principal advantage be- 
ing “no moving parts.” Westinghouse 
Electric has combined the thermoelectric 
and thermionic principles in a single small 
gadget. This produces only one watt of 
electricity, but is said to have a theoretical 
conversion efficiency of 20 per cent for 
each phase or a combined 40 per cent. 
The company thinks that by 1965 it can 
make a pipe-shaped device measuring 
about 14 by 103 inches which could pro- 
duce 240 watts. In the meantime it might 
have some use in satellites, generating 
electricity from the heat of a tiny nuclear 
reactor. 

General Devices Incorporated, repre- 
senting a group of Princeton scientists, 
has teamed up with a Polish immigrant 
in Canada to produce pocket-sized re- 
frigerators through use of a small freezer 
unit. According to the Financial Post of 
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Canada, a new material called “Neelium” 
has been made of bismuth, tellurium, 
selenium, and antimony which has the 
highest efficiency of any thermoelectric 
material. The Canadian company, Need- 
co Cooling Semiconductors, Ltd., expects 
to have 100 people on a mass production 
line by the end of the year making the 
elements, it is said. 

According to the Financial Post, over 
100 companies are pouring large sums 
into thermoelectric research and develop- 
ment in the U. S. and Canada. The po- 
tential market for thermoelectric devices 
is estimated at billions of dollars, and 
over half of all major household appli- 
ances may use thermoelectric devices in 
ten to fifteen years, it is forecast. 


¥ 


Sic Transit Gloria*— 
A Nostalgic Note 


NE of our Wall Street friends, in 

clearing out an old roll-top desk, dis- 
covered some statistical tables published 
by Spencer, Trask & Co. in 1904, from 
which we quote as follows: 


During recent years the growth and 
development of electric lighting and 
street railway business in the United 
States hus been well-nigh phenomenal, 
and the respective security issues con- 
stitute in many quarters a favorite form 
of investment. Covering the calendar 
year 1902, the gross earning power of 
268 street railway companies was ap- 
proximately $198 million and the 1903 
record will doubtless be considerably 
beyond the $200 million mark. ... 

We are prepared to submit facts and 
figures demonstrating the intrinsic 
merit of carefully selected investments 
of the character, the net income yield 


*From “Sic Transit Gloria Mundi”’—thus pass- 
eth away the glory of the world. 
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TREND OF UTILITY STOCK GROUPS 
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Federal Government and Agencies 
State and 


upon which will be found to be in many 
cases greater than that afforded by sim- 
ilar issues of steam railroads, with 
equal degree of safety and security. 


¥ 


Are Our Trillion-dollar 
Debts Too High? 


_ utility industry appears to have 
little to worry about so far as its own 


debts are concerned, but the nation 
should be concerned over the huge total 
of its public and private debts, which may 
soon pass the trillion-dollar mark. At the 
end of 1959 they were as shown in the 
above table, compared with 1929 and 
1945. 

Total debt is about 2.1 times gross na- 
tional product, compared with 2.7 times 
in 1935 and 2.1 in 1929, As it happens, 
the ratio between the two figures has re- 
mained fairly steady over the years and 
some observers take comfort from this 


Per Cent Increase 
1929-45 1945-59 


1,528% 10% 
— 265 


D7 239 
D42 243 
D22 415 


116% 1 


113% 
106% 124% 


Billions 
1945 
$293 

17 

99 


1959 
$322 
62 
336 


7 24 
242 


$986 
$480 


47 


$214 


fact. However, the danger is not so much 
in the total amount of the debt, as in 
what will happen if it cannot readily be 
serviced (interest and amortization paid, 
and principal refunded or paid when 
due). 

In 1929 farm mortgages and Wall 
Street debts were the main source of 
trouble because such a large proportion 
were payable on demand, or on interest 
default. That lesson was well-learned and 
our security and mortgage debts are now 
less vulnerable. In the meantime, how- 
ever, instalment and other consumer debt 
has been built up to a very high level, and 
our federal debt is about 18 times as high 
as in 1929. 


He Haz iirt, in his column “‘Busi- 
ness Tides” in Newsweek of June 
6th, took a somewhat alarmist view of the 
federal debt, pointing out that it is 3.7 
times government revenues—a ratio ex- 





Utility Common Stocks 


Yield Spread—A1+ Bonds 
Exceeded Common Stocks 





CURRENT YIELD YARDSTICKS 
(Standard & Poor’s Indexes) 


May 15, 
1960 


*Twelve industrial and two utility issues (high-grade). 


1959 Range 
High Low 
4.71% 4.22% 
4.76 4.24 
4.94 4.44 
5.19 4.71 
4.90 4.45 
4.13 3.71 


1960 Range 
High Low 
4.72% 445% 
4.73 4.49 
4.86 4.63 
5.16 4.80 
4.88 4.70 
4.11 3.81 
0.64 0.51 


0.61 0.58 
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ceeded (among leading nations of the 
free world) only by the United Kingdom 
(4.9) and Canada (4.4). Moreover, our 
federal government has huge contingent 
obligations (including Social Security 
payments) which total more than the re- 
ported debt. 

He states: 


... The debts of the three great Eng- 
lish-speaking countries are relatively 
highest not only because they were en- 
gaged in a great world war, but be- 
cause they have not reduced their rela- 
tive debts to the same extent as some 
others by the swindling device of mone- 
tary inflation. But the comparisons do 
mean that their debt problem is still 
greater relatively than that of most 
other countries. 


The following seem to be the major 
sources of worry about the government 
debt: (1) Congressional imposition of 
the arbitrary 44 per cent ceiling on new 
long-term debt handicaps refunding op- 
erations. (2) The Treasury, Congress, 
and the Federal Reserve Board do not 
always agree on policy. (3) A large pro- 
portion of the government debt is pay- 


ve 


able on demand or within a year. (4) 
Foreign governments, banks, and individ- 
uals have a substantial potential claim on 
our $19 billion gold holdings. They can 
withdraw gold although U. S. citizens 
cannot obtain it. 


HERE has been some concern during 

the past year about the effects of our 
declining export balance on the gold hold- 
ings, but while this has subsided with 
the recent improvement in exports, the 
overall deficit in our balance of payments 
continues at an annual rate of about $2 
billion. Regarding government refund- 
ings, the Treasury recently took the un- 
usual step of offering to refund nearly 
half of the $11.2 billion 23 per cent bonds 
due November, 1961, although it will 
have to pay out considerably more inter- 
est by doing this so far in advance. Even 
if Congress removes the interest ceiling, 
handling of the federal debt remains a 
tricky problem. Of course we can always 
replace federal debt by new paper money, 
but that might be the beginning of run- 
away inflation, of which we had a taste 
in Revolutionary times when the phrase 
“not worth a continental” originated. 


FINANCIAL DATA ON ELECTRIC UTILITY STOCKS 


6/14/60 Divi- 
Price dend 
About Rate 
$1.80 
i 


Annual 

Rev. 

(Mill.) 

American Elec, Power .. 
Arizona Pub. Serv. 
Arkansas Mo. Power .... 
Atlantic City Elec. ...... 
Baltimore Gas & Elec. ... 
Bangor Hydro-Elec. ...... 
Bigek Fis: Po & L.. 6002s 
Boston Edison 

Calif. Elec. Power 

Calif. Oreg. Power 

Calif. Pac. Util. 

Carolina P. & L. 

Cent. Hudson G. & E. ... 
one TH Be G. osccescs 
Cent. Ill. Light 

Cent. Ill. P. S. 

Cent, Louisiana Elec. 

Cent. Maine Power 
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3.2% 
3.0 


in 
wn 


% Incr. 
In Sh. Earn, Price- 
-yr. Earn, 
Recent Aver. Ratio 


2% 8% 21.2 
*14 *6 *195 


14.5 
*24.3 
18.4 
13.4 
11.8 
16.5 
*15.8 
*19.3 
13.5 


Div. Approx, 

Pay- Book 
out Value 
75% $24 
59 18 


Recent 
Share 
Earns. 
$2.39Ma 
*2.05Ma 
1.31Ma 
*1.44Ap 
1.41De 
3.22Ma 
2.63Ap 
3.69De 
*1.14Ma 
*1.81De 


T0x, 
ield 


w 


*9 
8 
5 
4 
4 
*10 


* 


1 
1 


4 
8 
2 
0 
7 
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: % Incr. 
6/14/60 Divi- Recent In Sh. Earn. Price- Div. Abpros, 
Book 


in Price dend Approx. Share 5-yr. Earn. Pay- 
(Continued) About Rate Picta Earns. Recent Aver. Ratio out 
30.6 


*14.5 
17.8 
21.9 
18.8 
24.8 
17.3 
16.1 
17.3 

*16.0 

*16.8 
16.0 
17.0 
24.1 
17.9 


Cent. & South West ‘ 1.37Ma 
Cent. Vermont P. S. : 4 *1.38Ap 
Cincinnati G. & E. : k 2.14Ma 
Citizens Util. “B” 16 3 : 73Ma 
Cleve. Elec. Illum. ; p 3.04Ma 
Colo. Cent. Power 8 : B 1.13Ma 
Columbus & S. O. E. .... : ’ 2.78Ap 
Commonwealth Edison . F 3.72Ma 
Community P. S. 1.50Ma 
Coy Fe a 3 ae *1.44Ma 
Consol. Edison *3.81Ma 
Consumers Power 3.70Ap 
cy ay. a re 3.18Ma 
Delaware Pot Li. ........ 1.62Ma 
Detroit Edison 2.46Ap 
Duke Power 2.20Ma 
Duquesne Light *1.47Ma 
Hast. Util, Assoc. ........ 2.88Ap 
Edison Sault Elec. 1.30Ma 
Ei Paso Elec. 1.81Ap 
Empire Dist. Elec. ...... 1.89Ma 
Florida Power Corp. .... 1.18Ma 
oo Go Eee 2.01Ma 
Florida Pub. Utils, ...... 1.34Ma 
General Pub. Util. ........ *1.62Ma 
Green Mt. Power 1.28Ma 
Galf States Util, ..2..50.. 1.43Ap 
Hartford Electric *3.69Ma 
Hawaiian Elec. 3.39Ma 
Past Aa BS oscnwicc ss 3.09Ap 
Idaho Power 2.45Ma 
Illinois Power 2.85Ap 
Indianapolis P. & L. ..... 2.53Ma 
Interstate Power 1.17Ma 
fowa Biléc, It: P.. ....5. 2.59Ap 
lowattl GG RoE. ...3..4. 2.68Ma 
ie Es, bGeaseseus ss 2.06De 
Iowa Pub, Service 1.27Ap 
Iowa Southern Util. 2.20Ap 
monsas iaty ©. GL. ..... 3.22Ap 
OL CaP Dee 2.57Ma 
STE Aye era 2.36Ma 
Kentucky Util. 2.73De 
Lake Superior D. P. .... 1.71Ma 
Long Island Lighting .... *2.08Ma 
Louisville G. & E. ........ 2.61Ma 
Madison 45,66 9b. soc sees 1.88Ma 
ETO GT Oe 2 1.51Ap 
SPE Oa. ae 5.26Ma 
Middle South Util. 1.35Ap 
Minn. P. & L. i 2.23Ap 
DASHGDITR R, Ss akon sees’ ‘ : 1.15Ap 
co, t, 0) oi : : 1.68Ma 
Montana Power : i *1.39Ma 
New England Electric .... : é 1.34Ma 
New England G. & E..... : i 1.72Ap 
WY. State ee GS, 5... ; f *1.80Ap 
Niagara Mohawk Power .. d : *2.15Ma 
Northern Indiana P. S. ... ; 3.24Ma 
Northern Sts. Power 1.42Ma 
Northwestern P. S. ...... 1.66Ma 
Ohio Edison 2.05Ap 
Oklahoma G. & E. ....... 1.43Ma 
Orange & Rockland Utils. . *1.53De 
Otter Tail Power 2.42Ma 
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% Incr. 
7 6/14/60 Divi- In Sh. Earn. Price- 
(Continued) Price dend Approz. e 5-yr. Earn. 
teld Earns. Recent Aver. Ratio 


eal gC ON 2) re ; 4.1 3.81Ma 2 5 16.5 
Pacific P. & L. 3 *1.93F *DI9 *4 ¥*19.2 
Penn P. & L. 1.76Ap 
pe 2. 2.92Ma 
Portland Gen. Elec. ...... 1.87Ma 
Potomac Elec. Power .... *1.90Ma 
Pub. Serv. of Colo, ...... 2.79Ma 
Pubs serv: ..@ G: ..6... 2.33Ma 
Pub, Serv: Of ind: ...6.5.. 2.72Ap 
Rup. serv: Of Ni F .c5ss 1.37Ma 
Pub. Serv. of N. Mexico . 1.51Ma 
Puget Sound P. & L...... 2.11Ma 
Rochester G, & EB... 600: *3.15Ma 
et, POSED PaO, sis:5.5i0 a 2.28Ma 
San Diego Gi & EB. 2.2... 1.83Ap 
DAVAMIAN IS. UOEIE. <<si0ce0- 1.23Ap 
Sierra Pacific Pr, ...:.... 
So. Calif, Edison 

So; Carolina BE, & G. ..... 
Southern Colo. Pr. 
Southern Co. 

So: Indiana G. & Be i... 
So. Nevada Power 
Southwestern E. S. ...... 
Southwestern P. S. 
Tampa Electric 

Texas Utils. 

Toledo Edison 

Sucson G: ©. Ls '& PP: i... 
Union Electric 

THNtCG TIMI 6 is6is.0s0 see 
Upper Peninsula Pr. ...... 
Utah Power & Light 
Virginia. i. WP. 6 és.esss 
Wash: Water PP. ... 6245 
West Penn Blee: 00366866: 
West Penn Power 
Western Lt, & Tel. ....:: 
Western Mass. Cos. 
Wisc. El. Pr. (Cons.) .... 
Wisconsin P. & L. 
Wisconsin P. S. 
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Averages 


Foreign Companies 


Amer. & Foreign Pr. .... 6.3% $1.30De 
Brazilian Traction 5 — .58De 

: 2.48De 
k .96De 8 4 
: 1.98De & 21 
ld 2.41De 3 i 26 
: 1.45De A 19 


BEIGE GOL ET, 6cis6i0i6 e's : 4 
Calgary Power d 2 
Gatineau Power ‘ 4 
Quebec Power : 4 
Shawinigan Water & Pr. . 2 


_ .*Deferred taxes resulting from liberalized depreciation are not normalized. If they had been normal- 
ized the price-earnings ratio would be higher, and the rate of increase in share earnings would be smaller. 
D—Decrease. NC—Not comparable. A—American Stock Exchange. O—Over-counter or out-of-town ex- 
change. S—New York Stock Exchange. Ja—January; F—February; Ma—March; Ap—April; My—May; 
Je—June; Jy—July; Au—August; Se—September; Oc—October; N—November; De—December. b—AI- 
so 3 per cent stock dividend (paid January 25, 1960) included in the yield; similar dividends are paid an- 
nually, representing balance of earnings, c—Also stock dividend in 1959, e—Also regular annual 3 per cent 
Stock dividend (paid each year end) included in the yield. f—Also regular stock dividend of one-half per 
cent quarterly, included in yield (paid since 1956). h—Also 2% per cent stock dividend paid December 1, 1959, 
included in yield; stock dividends are paid annually, reflecting balance of earnings. 
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The EEI Convention 


Ox June 6th, 7th, and 8th the Edison 
Electric Institute met with some 3,- 
800 representatives for their twenty- 
eighth annual convention. Speakers at the 
Atlantic City, New Jersey, meeting cov- 
ered such diversified subjects as electric 
home heating, employee and public rela- 
tions, research, power supply for future 
needs, and sales promotion. Sherman R. 
Knapp, president of the Connecticut 
Light & Power Company, was elected as 
president of the institute for the coming 
year. It was also decided that next year’s 
convention would be held in New York 
city from June 5th to 7th. 

Addressing the leaders of the nation’s 
electric industry, Allen S. King, retiring 
president of EEI, stated that as the in- 
dustry entered into the sixties planning 
and building were under way to meet the 
requirements and demands of the seven- 
ties and eighties. He stressed that the 
United States has achieved world leader- 
ship in the power supply field through 
the operation of the industry as a part 
of the free enterprise system. He stated: 


We must give emphasis in telling our 
story of what we are doing for people 
now and what we will be doing to meet 
individual, community, and national 
needs in the future. 
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It is Mr. King’s belief that the job of 
supplying electricity to the nation is so 
large and so important that the free en- 
terprise industry must continue to do it 
rather than the federal government. The 
tendeiicy on the part of many people to 
take electricity for granted creates a 
serious problem in maintaining under- 
standing and interest on the part of cus- 
tomers. The greatest strength of the in- 
dustry, Mr. King stated, is in the record 
of expanding service to homes, farms, 
and industries of our country. 


HARLES E, OakEs, chairman of the 

board of the Pennsylvania Power 
& Light Company, spoke on the subject 
of “Patterns for Tomorrow’s Power 
Needs.” He noted that there is no need 
for the government to install generating 
capacity in the future because the in- 
vestor-owned utilities stand ready and 
able to meet the full demands of the 
nation for electricity. In discussing the 
expansion plans of the electric industry 
for the next twenty years, Mr. Oakes ob- 
served that investor-owned companies 
stand ready to enlarge their plans to sup- 
ply all the necessary facilities and that 
the industry will do so if it is given the 
opportunity. Based on EEI estimates of 
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power production by 1980 (a quadrupling 
of power is expected by 1980) Mr. Oakes 
noted that some $143.3 billion will be 
spent on new construction of electric fa- 
cilities. He stated: 


With a continued sound economy, 
fair regulatory treatment of the utili- 
ties of the country, and assuming a con- 
stant value of the dollar, the electric 
companies should be able to generate 
in the day-to-day operation of the busi- 
ness about $58 billion—around 40 per 
cent of the total needed. The rest will 
be new money—$85 billion—which will 
have to come from the sale of securi- 
ties to the investing public. A stagger- 
ing sum to be sure. But there seems to 
be no reason why this cannot be done 
with success and with proper main- 
tenance of sound capitalization ratios 
and fair dividend treatment of the 
equity investor. 


He predicted that by the end of 1980 
the electric plant account of the com- 
panies should be $168 billion, nearly 
sixteen times what the book value was in 
1940, and nearly four times the estimated 
book value at the end of 1960. 


Mc OakEs stated that the utilities of 
the United States had originated 
the power pooling idea and that nearly all 
of the present operating utilities are the 
result of integrating hundreds of small 
isolated systems, merging and pooling 
their systems over a period of some sixty 
years, Mr. Oakes pointed to his own com- 
pany and stated that the present power 
pool, of which Pennsylvania Power & 
Light is a part, has a combined gen- 
erating capacity of 13.5 million kilowatts 
and continued expanding and strengthen- 
ing is going on today. At the end of 1959 
the pool’s capability was 12 million kilo- 
watts as compared with TVA’s 11.7 mil- 


lion kilowatts. As an indication of the 
unfairness of taxation Mr. Oakes stated 
that in 1958 the twelve participants in this 
particular power pool set aside over $183 
million for taxes. Of this figure $113 
went for federal income taxes and about 
$70 million for other taxes. TVA and its 
distributors, on the other hand, pay no 
federal income taxes. TVA, however, did 
pay $6 million in lieu of state and local 
taxes and its resale distributors made a 
similar payment of a little over $9 million. 
In other words, he said, the taxes of the 
twelve power pool participants came to 
over twelve times the total payments 
made by TVA and its resale distributors 
in lieu of taxes, 

Mr. Oakes pointed out that as expan- 
sion takes place the interconnecting and 
pooling process is accelerated all over the 
United States. Such pooling extends from 
formal organizations to informal ex- 
changes of economy power and simple 
emergency service connections. He 
stressed that the main objective was al- 
ways the furnishing of good service to 
the public at the lowest possible rates. 


66 HE Rvurat_ ELEctTRIFICATION 
BALANCE SHEET” was the title of 
the address delivered to the convention by 
Walter T. Lucking, president of the 
Arizona Public Service Company. He 
noted that both the investor-owned elec- 
tric companies and the REA co-operatives 
have a direct responsibility to help the 
nation’s farmers meet the new demand 
placed on them due to our expanding 
population. Rural electric power con- 
sumption has been doubling every four to 
five years, compared with the nation’s 
doubling of power consumption every 
seven to ten years. 
Regarding REA _ co-operatives, he 
stated : 
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Whether we like it or not we must 
face up to the fact that REA co-ops 
are here and are in business in prac- 
tically every state in the Union. Federal 
laws provide the means whereby they 
obtain cheap, 2 per cent money for 
growth. Since they show a “net mar- 
gin” rather than profit, they pay no 
federal income taxes. Various state 
laws provide additional encouragement 
for these individual electric systems to 
set up shop. As a result, most electric 
co-ops today are prosperous business 
operations. Many have departed from 
the original concept of farm electrifica- 
tion and seek industrial and commercial 
growth. 


a Mr. Lucking stated, there are 
about 1,000 electric co-operative sys- 
tems in the nation. They serve nearly five 
million customers and have gross reve- 
nues of $618 million. At the end of 1958, 
909 of these co-ops reported a combined 
net margin (profit) of more than $74 mil- 
lion. In light of this, Mr. Lucking believes 
that it is time that the investor-owned 
electric companies and the REA-financed 
co-operatives start on a two-way street of 
mutual effort in relation to power supply, 
facilities planning, and common operation 
problems. 

In conclusion, he stated that if the best 
public interest is to be served the investor- 
owned companies must invite the co-ops 
to benefit and contribute to the planning 
of the nation’s electric industry. In order 
to do this it is Mr. Lucking’s belief that 
the investor-owned companies and the co- 
ops alike must assume the responsibility 
and leadership to mutually serve the best 
overall public interest. 


4 I ‘HE senior vice president of the Con- 
solidated Edison Company of New 
York, James F. Fairman, spoke to the 
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convention on the subject of ““Hard-head 
Engineering.” Mr. Fairman pointed to 
the research and engineering activities in 
the field of extra-high voltage transmis- 
sion and direct conversion processes for 
producing electricity as evidence of the 
forward-looking programs being carried 
on by electric companies. He stated that 
the industry has illustrated that it is 
thinking and planning nationally to meet 
the electric loads of the future. 

The discovery of atomic fission and its 
application to the generation of elec- 
tricity has put the industry in the posi- 
tion of once again solving problems step 
by step. He emphasized that none of the 
problems will be solved quickly and that 
progress will be made, as in the past, 
through day-by-day “slogging.” Noting 
the slow but steady advancement made 
by the industry, Mr. Fairman stated: 


One has to look very closely, and 
define very loosely, to find anything 
that can be called a significant break- 
through—a breakthrough that reflects 
a radical change in scientific thought or 
that solves for all time the problems in 
a particular area. We in the utility in- 
dustry have produced few who will 
rank with Copernicus, Newton, or 
Einstein. The names that stand out in 
the history of electricity are names of 
men who followed the path of evolu- 
tion. Franklin and Ampere, Volta and 
Faraday, Ohm and Davy, Henry and 
Edison, Tesla and Steinmetz—each 
built on what was known, and intro- 
duced succeeding generations to new 
unknowns. 


M®* FAIRMAN emphasized that the dis- 
covery of atomic fission and its ap- 
plication to the generation of electricity 
had forced all segments of the industry to 
re-examine its problems. Chemical engi- 
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neers, metallurgists, mechanical engineers, 
civil engineers, and company executives 
have all been forced to come to grips with 
the long-term economics of still unproved 
concepts. In addition, the electrical indus- 
try has had to make room for the nuclear 
physicist and engineer. 

The “hardheads” in whom the industry 
puts so much faith are the pure research- 
ers, who are already familiar with what 
has been accomplished by the electric in- 
dustry and who know what it is to deal 
with purchasing agents and suppliers’ 
salesmen. These “hardheads” realize that 
the best solution to an engineering prob- 
lem is one that is realistic in terms of 
economics, construction, engineering, and 
operation. As such the “hardhead”’ engi- 
neer stands at the crossroads where 
science and economics meet. 

The goals we set for ourselves, Mr. 
Fairman emphasized, are not the only as- 
sets of the industry. More important is 
the proven ability to deliver and the 
demonstrable will to get things done. 
Goals, delivery, and the will to do, all 
must be depended upon if the industry is 
to continue to flourish. 


 , orevlene management today has an op- 
portunity, unparalleled within the 
past quarter-century, to influence the 
course of industrial relations along con- 
structive lines, according to Howard S. 
Kaltenborn, vice president of the West- 
inghouse Electric Corporation. He stated 
that we are entering another era of in- 
dustrial relations, a period of “industrial 
shakedown,” in which management policy 
decisions will have lasting consequences 
to individual companies, to industries, and 
to the economy as a whole. There is the 
realization today, in spite of present 
record or near-record highs, that com- 
panies must improve their economic per- 
formance still further; that they must 


increase industrial efficiency; and that 
management must keep employment costs 
and other costs under control. It is Mr. 
Kaltenborn’s belief that one of the most 
valuable tools for doing these things is 
good industrial and employee relations. 

At Westinghouse, Mr. Kaltenborn said, 
industrial relations means the total activ- 
ity involving management policy, practice, 
and action directed toward establishing 
and maintaining an industrial environ- 
ment in which the human resources of the 
organization are most effectively used. On 
a practical level this means that employees 
who are represented by unions are urged 
to actively participate in the affairs of 
those unions. Apathy on the part of em- 
ployees in regard to their union does not 
benefit either the employee or the com- 
pany and could harm both. 


M* KALTENBORN also stated that col- 
lective bargaining alone cannot be 
relied on to solve the problems facing 
management. A sound company policy 
should focus on an approach in terms of 
impact on employees, individually and col- 
lectively. Employees may be union mem- 
bers but they seek their opportunities, 
security, and welfare first of all as em- 
ployees of the company. 

Mr. Kaltenborn observes that the next 
ten years will be a period of critical im- 
portance to American industry and the 
American worker will play an important 
and perhaps the decisive role. Our indus- 
trial history has proven over and over 
again that in the area of employee rela- 
tions our people (the employees) are 
good, sensible, and sound human beings 
who will make the right decisions, given 
full information and the opportunity to 
do so. 


| eon A. FLEGER, president of the 
Duquesne Light Company, stated that 
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about one-quarter of a billion dollars an- 
nually is being spent on a broad program 
of research aimed at continued progress 
in the production and delivery of elec- 
tricity. He noted that a recent EEI sur- 
vey of 120 electric compariies indicates 
that these companies will be spending 
more than $8 million on engineering and 
nonengineering research during 1960. In 
addition, some $132 million will be spent 
on nuclear power research and the con- 
struction of nuclear power plants. 

In spite of these huge figures it is dif- 
ficult to predict accurately what will 
grow out of the research that is being 
done today. Ahead there is the vision of 
raw energy being converted directly into 
electricity. When this day arrives the per- 
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centage of fuel used to produce a given 
amount of energy may be greatly reduced. 
In addition, it may be possible to do away 
with most of the bulky and expensive tur- 
bine-generator equipment in use today. 
In residential areas the future holds the 
promise of replacing the light bulb with 
walls that will glow with electrolumines- 
cence. He also forecast that food would 
be prepared, cooked, and served at the 
direction of electronic computers; that 
refrigerators will be electronic; and that 
electric automobiles would travel on our 
highways. 


M®* FLEGER noted that many of these 
things sound fantastic, but he stated 
that the most amazing developments of 
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electric living are things that cannot even 
| be imagined today, things which only to- 
morrow’s researchers will be able to 
dream of, develop, and eventually bring 
into reality. He stated: 


Research has played a great part in 
the progress of the electric industry 
because there is basically no direct com- 
petition between our companies; the re- 
sults of both our evolutionary and 
revolutionary research can be dis- 
seminated quickly throughout our in- 
dustry. The electric utility companies 
learned, early in their history, that the 
public interest and their interests were 
best served when the companies ex- 
changed information freely. Today, 
through the committees of the Edison 
Electric Institute, as well as through 
other trade organizations, our com- 
panies are able to learn what each other 
is doing and can thus build on each 
other’s experience. 


Continued research will have a two- 
fold result, he said. The industry will be 
strengthened and the public will be better 
served. 


‘he public relations must be earned, 
according to George R. Conover, 
vice president of the Philadelphia Electric 
Company. He drew a clear distinction be- 
tween “public relations” and “publicity.” 
Public relations is the overall instrument 
dealing with matters of policy—creating 
and carrying out policies which result in 
public good will. Publicity is a procedure 
which acquaints the public with these 
policies, but it is only one phase of the 
entire field of public relations. Mr. 
Conover stated that public relations is not 
what the company thinks of the public 
but what the public thinks of the com- 
pany. 

In discussing how a company goes 


about earning good public relations he 
stated that the starting point is at the very 
top. Today a chief executive must lead 
his organization and by personal example 
create a favorable corporate image. Very 
often in companies that enjoy fine public 
relations it will be found that top execu- 
tives are participating in civic, business, 
welfare, and financial organizations in the 
area served by their group. By such ex- 
ample the top executive not only inspires 
others to do likewise, but he also identifies 
the company as a good neighbor and a 
good citizen. 

Mr. Conover observed that a utility 
deals with all segments of the public in 
its service area and that the varying ap- 
proaches to the problems that must be 
solved should be fitted smoothly into the 
immediate and long-term objectives of 
the company. Concluding his speech, Mr. 
Conover made the following three points: 
(1) A company’s corporate image is a 
reflection of the group’s chief executive. 
(2) All public relations activities should 
be implemented by an officer-executive 
reporting directly to the chief executive. 
(3) The supervision of all activities di- 
rectly affecting public opinion should be 
consolidated in one department. This 
would include all personnel activities, 
publicity, community relations, institu- 
tional advertising, customer relations, 
safety, and medical services. 


_—— subject of “Safety—A Manage- 
ment Responsibility” was discussed 
by J. Theodore Wolfe, president of the 
Baltimore Gas & Electric Company. If 
management accepts the proposition that 
some accidents are inevitable, then the 
war against them is already lost, Mr. 
Wolfe stated. 

In urging utility management to strive 
for the complete eradication of acci- 
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dents, he presented a list of suggestions 
developed by the EEI’s accident preven- 
tion committee. They included: (1) par- 
ticipation in employee safety activities; 
(2) establishing and maintaining an ac- 
tive safety policy; (3) consideration of 
safety performance when evaluating in- 
dividual performances; (4) supporting 
reasonable disciplinary action in safety 
violation cases; (5) holding every level 
of supervision accountable for safety; (6) 
providing for effective training; (7) pro- 
viding an adequate safety staff; (8) plac- 
ing the same emphasis on safety as on 
production; and (9) demonstrating that 
safety is an integral part of production. 
Looking at the entire field of industrial 
safety, Mr. Wolfe stated: 


. industrial accidents will never be 
eliminated, nor further reduced in fre- 
quency to any substantial degree, unless 
and until management first decides that 
they shall be eliminated, and then 
makes its decision known—not just to 
the safety supervisor or safety engi- 
neer, but to the entire line organization, 
including all of the company’s em- 
ployees. 


Mr. Wolfe recognized the fact that the 
complete eradication of accidents may 
never be attained. However, he also stated 
that any lesser objective will tend to breed 
accidents rather than prevent them. 
Safety, he stated, is a vital factor in de- 
veloping the type of human relations 
within a company which are prerequisite 
to co-operativeness and to high levels of 
productivity. 


F peaagl companies should sell securi- 
ties more often and in smaller 
amounts. This was the gist of a speech 
delivered by Harold H. Young, who is a 
limited partner of Eastman Dillon, Union 
Securities & Co. Young criticized the 
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utility industry for its refusal to change 
from well-established patterns in offering 
bonds. He noted that pension and retire- 
ment funds are now the “big buyers” of 
electric company bonds and he suggested 
that the utilities should “tailor-make” 
their securities to satisfy the needs of 
buyers. Young believes that there are 
“definite indications” that some investors 
are shying away from high-priced indus- 
trial stocks and are turning to “sound 
value utility stocks.” 


i en former president of the Uni- 
versity of South Carolina, Dr. 
Donald Russell, spoke on the subject of 
“Free Enterprise and the Future,” stress- 
ing that this nation cannot successfully 
challenge Communism if we fail both to 
express and practice our faith in our own 
free enterprise system. He noted that 
upon achieving a degree of national ma- 
turity there comes a disposition to relax 
and forget what has made our nation 
great. 

While recognizing the fact that we 
may have made some false steps along the 
road to Capitalism, he urged that tem- 
porary faults must not blind us to the 
overriding virtues of our political, eco- 
nomic, and religious virtues. 

Free private enterprise means simply 
individual freedom expressed in the eco- 
nomic field, Dr. Russell stated. As such, 
it serves equally the rights and promotes 
equally the opportunities of capital and 
labor for both the rich and the poor. In 
Russia the communist worker has no 
rights to bargain freely. He cannot pro- 
mote his own welfare. The essential ad- 
vantages of our system—“Capitalism”— 
has been underscored by an analysis of 
Soviet data by the United States Depart- 
ment of Labor. This analysis indicated 
that the average worker in Moscow had 
to work 8 per cent longer in 1959 than in 
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1928 to buy a week’s supply of seven es- 
sential foods for his family. 

Dr. Russell urged that increased efforts 
be made to keep the advantages of the 
free enterprise system before the public 
and he noted that it might be well if we 
expended more effort in selling free enter- 
prise to such nations as India and Indo- 
nesia, rather than giving them dollars 
to “fritter away.” By stressing the free 
enterprise system we would probably con- 
tribute far more to their economic 
growth, he said. Part of our basic heritage 
is the free enterprise system, Dr. Russell 
stated, and we should proclaim it with 
enthusiasm. 


i peony G. Ayers, the vice president 
of the Commonwealth Edison Com- 
pany, addressed the convention on the 
subject of electric heating and its possible 
market growth in the sixties. In discussing 
the potential market he pointed out that 


an all-electric home offers the manufac- 
turer the potential of some $1,500 more 
in equipment sales and the utility sales of 
at least 20,000 kilowatt-hours a year 
per customer—some six times today’s 
national average. At the present time 
there are some 50 million residential elec- 
tric customers, compared with only 600,- 
000 electric heat customers. Mr. Ayers 
noted that in the next ten years projec- 
tions indicate that there will be some four 
million electrically heated homes which 
could use 80 billion kilowatt-hours of 
electricity, nearly half the electricity all 
residential customers used last year. 
Electric heating is not limited to homes 
and emphasis should be given to the com- 
mercial, industrial, and institutional mar- 
ket. Mr. Ayers also urged that utilities 
approach electric heating with a fresh 
viewpoint, particularly where pricing is 
concerned, so that rates will promote and 
not retard new customers switching to 


electric heat. In the field of sales promo- 
tion Mr. Ayers stated: 


A large part of the manufacturers’ 
advertising today is directed to the 
trade. While you don’t get any back 
talk when you talk to yourself, I sug- 
gest that a stronger appeal to the buyer 
would be more productive. When peo- 
ple pick their supermarket for the color 
of its trading stamps and their service 
station for the pattern of its goblets, 
a goodly part of the promotional dollar 
had better be directed to the consumer. 


Concluding his remarks Mr. Ayers as- 
serted that if manufacturers and utilities 
appraise the heating market and approach 
it with a positive attitude and modern 
methods, electric heating is bound to be 
the big market of the sixties. 


HE executive vice president of the 
American Medical Association, Dr. 

F. J. L. Blasingame, pointed out to the 
convention that the medical profession, 
as well as the investor-owned utilities, 
has been compelled to fight again and 
again against federal encroachment. He 
termed the present campaign to make 
compulsory national health insurance the 
law of the land “insidious” and “danger- 
ous” and he stated that medicine con- 
trolled and administered by the federal 
government would mean red tape, bureau- 
cratic control, high costs, and inferior 
medical care. Those, he stated, who favor 
socialized medicine are afraid to proclaim 
that they want to gobble up medicine; 
instead they plan to do it a bite at a time. 
Dr. Blasingame pointed out that the 
erosion of purchasing power of pension 
benefits is one of the principal economic 
problems of the aged and he urged the 
government to take anti-inflationary 
measures to maintain purchasing power 
of the group in America who have fixed 
pensions and annuity benefits. He called 
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the government into a field in which it 


upon the utility industry to stand beside 
does not belong. 


the nation’s 178,000 physicians in their 


efforts to resist this latest intervention by —C. M. B. 





Notes on Recent Publications 


IN A RECENTLY published book by nuclear 
consultant Arnold Rochman, it is stated 
that the utilization of nuclear power in the 
foreseeable future will not be very dif- 
ferent from the present-day methods of 
utilizing the chemical energy of fossil 
fuels. The book asserts that this will be 
true unless techniques are developed for 
the direct utilization of neutrons for pow- 
er purposes. Without such developments 
nuclear power will continue to mean the 
generation of electricity through a steam 
cycle, using the heat developed in the proc- 
ess of nuclear reactions. It is the author’s 
belief that the greater part of present gen- 
erating plants, distribution and transmis- 
sion facilities will not be affected at all, or 
slightly at the most. The only major change 
will be the substitution of a nuclear fur- 
nace in the place of present coal, oil, and 
gas-burning equipment. 

The book analyzes some of the factors 
which make up the total cost of nuclear 
power, and shows how variations in their 
value may affect the overall cost structure. 
The costs of the various factors related 
to the nuclear fuels are first analyzed, as 
are the components related to the capital 
structure, plant, and equipment. Because 
of the nature of nuclear power generation, 
the costs of the services required by the in- 
dustry are analyzed, with special attention 
to costs which either do not exist or are not 
of a critical nature in conventional plants. 
Individual cost factors are also treated as 
are existing total power cost estimates. The 
final sections of the book are devoted to 
total fuel costs and the capital costs of the 
nuclear reactors. 


Research personnel, public utility execu-_ 


tives, economists, and manufacturing in- 
dustries concerned with the electric indus- 
try should find the contents of this book 
of much interest. 

INTRODUCTION TO NuCLEAR POWER 


Costs by Arnold Rochman, 50 pp., 10 
charts. Simmons-Boardman Publishing 
94 New York 7, New York. Price 
$2.95. 


A TWO-PART SYMPOSIUM in successive vol- 


umes (autumn, 1959, and winter, 1960) has 
been issued by the Duke University School 
of Law in its quarterly publication, Law 
and Contemporary Problems. These deal 
with the legal, economic, administrative, 
and other social science aspects of the sub- 
ject. It should prove of interest to all con- 
cerned with the knotty problems of trans- 
portation at interstate and local levels. In 
it are embodied many basic concepts and 
aspects of regulation, rates, subsidies, and 
similar information. Typical of some of the 
topics covered in part one are: “Transport 
Co-ordination and Regulatory Philosophy,” 
by Lee J. Melton, Jr.; “The Federal In- 
come Tax and Regulated Transportation,” 
by James G. Gidding and Arnold B. Mc- 
Kinnon ; and “Governmental Responsibili- 
ties in the Field of Local Burdens on Rail- 
road Transportation Facilities,” by railroad 
executive David I. Mackie; “Regulation of 
Returns to Transportation Agencies,” by 
Nelson Lee Smith, former FPC chairman, 
now vice president, American Airlines. 

Part two of the symposium contains 
such subjects as “Labor Problems of the 
Transportation Industry,” by Eli L. 
Oliver; “Federal Regulation of Carrier 
Securities,” by John B. Turney; “The 
Airlines Recent Experience under the 
Railway Labor Act,” by Arthur M. Wise- 
hart. If interested in obtaining this two- 
part symposium, write to Law and Con- 
temporary Problems, Duke University 
School of Law, Durham, North Carolina. 
Ask for Transportation Symposium, 
Te and 2. Each part, $2.50 postpaid 
in U. S. 
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Events 


Regulatory Reform Bill 
_ more than two years of investi- 
gations, a House committee on June 
22nd approved a code of ethics bill for 
government regulatory agencies. How- 
ever, prospects for passage of the bill at 
this session of Congress appear dim. One 
member of the House Commerce Com- 
mittee, which approved the bill in a 
closed-door meeting, said with Congress 
driving to adjourn in early July the com- 

mittee action was an empty gesture. 
The bill stems from some two and a 
half years of headline-making invuiries 


oe a 


by the committee’s Legislative Oversight 
Subcommittee into charges of backdoor, 
improper influencing of the regulatory 
agencies. The bill’s chief provisions 
would brand it a criminal offense to make 
off-the-record contacts with agency mem- 
bers or employees during any formal pro- 
ceedings being conducted on the public 
record. This is aimed at discouraging 
undercover efforts by anyone with finan- 
cial stakes in matters before the agency. 

Violators would be subject to criminal 
penalties of up to one year in prison and 
$10,000 fine. 


Arizona 


New Generating Station 


i bus Arizona Public Service Company 
has announced it will soon start build- 
ing a 110,000-kilowatt steam-electric gen- 
eration plant between Joseph City and 
Holbrook, Arizona. According to Walter 
T. Lucking, president of the utility, the 
new plant will require an investment of 
about $19 million. 

Construction of the plant will bring 


the company’s total electric resources to 
935,000 kilowatts. Company-owned or 
leased generation will total 751,100 kilo- 
watts, with the balance purchased from 
other sources. The new plant will bring 
to 615,000 kilowatts the total of new 
generating resources added by the com- 
pany since 1954. 

Arizona Public Service serves 360,000 
gas and electric customers in ten of 
Arizona’s 14 counties. 


California 


San Francisco Transit 
Blueprint 

HIGH-SPEED, lightweight 

transit system, with 


type of 
automatic 


controls for safety and capable of speeds 
of 75 to 80 miles an hour, is planned for 
the San Francisco Bay area. Trains will 
consist of about ten cars and will serve 
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stations during commuter rush hours at 
intervals as close as every ninety seconds. 

Control will be completely automatic 
during normal operation. A digital com- 
puter will program all trains in terms 
of day of week, time of day, weather, 
and passenger demand. Speed will be 
governed by equipment placed along the 


track. Trains will move over private 
rights of way, with no vehicular or pedes- 
trian crossings. Each car of the trains 
will hold seventy-six passengers, meaning 
that 760 passengers can be transported in 
one train. 

The trains will be fabricated of light- 
weight stainless steel or aluminum. 


Florida 


Gas Rate Hearings Held 


in public utilities commission of 
Florida has begun a series of ten 
hearings on natural gas rates. The pur- 
pose is to determine what permanent rates 
for natural gas should be set on supplies 
piped in by the Houston Corporation. 

Considerable controversy had been 
stirred up because of the proposed Hous- 
ton Corporation’s rate increase in the 
state. This was opposed by the commis- 
sion, which wrote a strong letter to the 
Federal Power Commission in Washing- 
ton. 


The increase asked for by Houston 
was 11 per cent, and would affect 15 
utility companies. 

The commission also told the FPC 
that the application by Houston for in- 
creased rates was premature since the 
company had less than twelve months’ 
operating experience in the state. 

At the first hearing in Jacksonville, 
the general manager of the Jacksonville 
Gas Company testified that residents of 
the suburban Cedar Hills area were pay- 
ing 14 per cent more for natural gas 
than they formerly paid for bottled gas. 


Georgia 


FPC Denies Boiler Fuel Gas 


HE Federal Power Commission has 

taken measures to prevent an at- 
tempt by South Georgia Natural Gas 
Company to supply interruptible gas to 
the Thomasville, Georgia, municipal elec- 
tric plant at rates less than those charged 
other interruptible customers. 

The city had been buying interruptible 
gas at 32 cents per thousand cubic feet, 
for resale to its plant, but when the gas 
company raised the rate to 36 cents the 


city decided to change to using coal. 

When this happened, the gas company 
cut its rate to 34.5 cents in an effort to 
sell direct to the plant, which returned 
to gas. It was contended by the gas com- 
pany that it did not need a new certificate 
for the direct sale arrangement, but the 
FPC ruled otherwise, saying that the old 
certificate covered only sale for resale. 
The FPC also felt the 34.5-cent rate 
was not compensatory and refused a new 
certificate. 


Illinois 


To Alter Phone Dialing 


6¢ ALL NUMBER” numbers are now 
used in Chicago because of the 
increased scarcity of usable telephone ex- 
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change names, At the beginning of the 
new system, which took place in June, 
only about 20 of a total million listings 
in the directory were to get “all num- 
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ber” numbers. The complete transition 
will take place over a long period of 
time. The first three numbers, under the 
new system, replace the conventional 
name in customary phone numbers. A 
number that was RA 7-9411 would be 
changed to read 727-9411. New num- 
bers will take the same dialing as the old. 


Under the present exchange name sys- 
tem, Illinois Bell, for example, is using 
352 names out of a possible 540. How- 
ever, the company believes 90 of these 
possible exchange names are not satis- 
factory. With the all-number calling sys- 
tem, the total possible number of combi- 
nations is increased to 800. 


Kansas 


Telephone Rate Increase Given 
, i Southwestern Bell Telephone 

Company has been granted a $1.3 
million general rate increase by the Kan- 
sas Corporation Commission, but this 
is one-fourth of the amount it had asked 
for. 

The company said it needed $5.8 mil- 
lion more revenue due to inflation, which 
had pushed earnings down to 5.7 per 
cent of net investment in 1958. A re- 
quest to adopt a fair value rate base was 


rejected by the commission which de- 
cided to use original cost less deprecia- 
tion of plant in service. It asserted that 
the increase granted was equivalent to 
6.59 per cent return on a net investment 
base. J. Hardin Smith, vice president of 
Southwestern, stated that the company 
cannot earn the 6.59 per cent return be- 
cause the commission ignored or dis- 
allowed several legitimate business ex- 
penses. He said “bills must be paid with 
money, not disallowances.” 


Michigan 


Ask Gas Rate Boost 


Peperarqgane Power CoMPANY has 
asked the Michigan Public Service 
Commission for permission to raise its 
gas rates by an unspecified amount. 
Consumers Power Company serves 
about 516,000 natural gas customers. 
Last time the company had any rate 
change was in 1954 when there was a 
general rate reduction. The present need 
for greater revenues is due in part, ac- 
cording to A. H. Aymond, Jr., chairman, 
to the pipeline rate proceedings now 
pending before the Federal Power Com- 
mission. He said his company will be pay- 
ing 145 per cent more for gas imported 
into Michigan than it did in 1944 and 
55 per cent more than it paid in 1954. 
This, plus sharp increases in wages, taxes, 


cost of equipment and materials, plus the 
higher interest rate on borrowed money, 
makes it necessary to raise rates. 
CORRECTION 
r the news item, which appeared on 
page 942 of the June 23, 1960, issue 
of Pusiic UTILITIES FORTNIGHTLY, de- 
scribing new sources of natural gas sup- 
ply for the Michigan area, it was in- 
advertently stated that Consumers Power 
Company was a “subsidiary of Pan- 
handle Eastern Pipe Line Company.” 
The reference should have read to the 
effect that Consumers Power is supplied 
by Panhandle Eastern. Consumers other- 
wise has no other relationship with Pan- 
handle, except for a joint stock invest- 
ment in Michigan Gas Storage Company, 
in which Consumers has majority control. 


JULY 7, 1960 





Progress 
of 
Regulation 











Trends and Topics 


Accrued Depreciation Not Measured by 
Accounting Computations 


[iba amount to be deducted for accrued depreciation, in fixing a rate base, 
involves the application of many regulatory principles. The deduction 
from an original cost rate base may differ from a deduction from a fair value 
rate base. The fact that a company has recovered, as an expense deduction, 
a certain amount representing the depreciation reserve may bear on the ques- 
tion of a proper and fair deduction. Confining our inquiry to the specific 
question whether the amount charged off in the past for depreciation measures 
accrued depreciation of property, a negative answer seems logical. This, how- 
ever, does not mean that it has no weight as evidence. 


Straight-line Method Not a Measure 


Although the straight-line method of computing depreciation is widely 
accepted, it is only an accounting technique for allocating the cost of fixed 
assets over the life of the assets. It is not a measure of the actual deterioration 
of property. This statement was made by the Illinois supreme court in review- 
ing a decision on rates of the Alton Water Company. The court said that for 
rate proceedings in which fair value is a controlling factor a determination of 
depreciation by inspection may be preferable to accounting computations, and 
certainly is an acceptable method. Therefore, a lower court’s straight-line 
computations did not alone undermine the result reached by the commission 
by other methods. A company witness had relied primarily on inspection, 
supported by calculations on a 4 per cent sinking-fund basis (33 PUR3d 76). 


Book Reserves Not Conclusive 


The unreliability of book reserves was noted by a Pennsylvania court in 
affirming a commission order granting a rate increase to Manufacturers Light 
& Heat Company. The court said that the commission is required to ascertain 
the actual depreciation as it has accrued to the date that fair value is in issue. 
It cannot be determined with mathematical precision; it must of necessity be 
a judgment figure based upon reliable evidence. A reserve requirement study 
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in the past had indicated that actual accrued depreciation and depletion were 
less than the amount in the book reserve and the requirement study had been 
revised by the commission. This was used to determine accrued depreciation. 
A city contended that a deduction for depreciation of any amount less than 
the book reserve resulted in a confiscation of property of the customers. The 
court said that to have validity this contention must be based upon a factual 
finding that the excess of the book reserve over the reserve requirement was a 
genuine one in the sense that it had been contributed by the ratepayers over 
the years in addition to providing the utility with a fair return (25 PUR3d 
273). 

The New York court of appeals held that the commission, in fixing tem- 
porary rates on original cost less accrued depreciation, was not required to 
accept a company’s reserve as the equivalent of accrued depreciation but might 
estimate actual depreciation (82 PUR NS 151). 

The New York commission, after criticizing evidence of reproduction cost 
and refusing to substitute a reserve requirement in place of depreciation 
reserve, said that there is no difficulty in deducting the reserve from a cost 
rate base. But, the commission continued, it clearly cannot be deducted from 
a reproduction rate base. The commission said it knew of no way accurately 
to relate an existing reserve accrued on the basis of cost to a theoretical rate 
base based upon some revaluation theory (20 PUR3d 129). 


Weight of Evidence 


When it comes to the question of evidence there may be wide differences of 
opinion as to whether, in a particular case, a computation, an accumulated 
reserve, Or an opinion based on inspection carries greater weight. 

Accrued depreciation of a gas company as shown by straight-line computa- 
tion was considered by the Iowa supreme court to be more reliable in a fair 
value rate proceeding than a much smaller percentage determined by observa- 
tion (20 PUR3d 159). But the Massachusetts supreme judicial court found 
no error in the use of observed depreciation in connection with reproduction 
cost (90 PUR NS 259). 

Results obtained from physical inspections of plant for the purpose of ar- 
riving at per cent condition have been frequently criticized as involving a 
matter of human judgment and predicated upon educated speculation and 
conjecture. This view, for example, was expressed by the Alabama commis- 
sion in fixing rates for Southern Bell Telephone & Telegraph (4 PUR3d 195). 

Past depreciation charges may have little relevance to the actual difference 
between the value of an asset when purchased and its value now. Estimates 
of service life may have been too high or too low. But this does not mean that 
past accumulations may be entirely disregarded. The California commission 
said that the reserve as reflected upon the books is competent and material 
evidence in proving actual depreciation, and if the book reserve does not truly 
reflect actual depreciation, the burden is upon the utility rather than upon the 
regulatory body or the ratepayer to show what is the true depreciation (83 
PUR NS 564). 
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Upward Adjustment of Rate Base Provides for Attrition 
In Gas Rate Proceeding 


ee a rate of return of 6.4 per 
cent on an original cost rate base ad- 
justed for attrition, the West Virginia 
commission authorized Manufacturers 
Light & Heat Company to increase 
rates sufficiently to produce most of a $2 
million revenue increase requested. The 
company sought a return of 6.75 per cent 
—somewhat more than the 6.3 per cent 
previously allowed. 


Cost of Capital 


The commission indicated that the al- 
lowable rate of return to a utility should 
be determined primarily by the cost of 
money invested in it. The question, thus, 
is how much interest, earnings, and divi- 
dends are required to induce the owners 
to continue their present investments and 
make new investments. 

Manufacturers contended that its debt 
capital costs 4.3 per cent and its equity 
9.5 per cent, with a weighted average cost 
of 6.63 per cent. In computing the cost of 
equity, the company claimed earnings of 
8.5 per cent on common stock, to which 
one per cent should be added for market 
resistance to new stock and for flotation 
costs. With a pay-out ratio of 66% per 
cent, this would result in a dividend yield 
of nearly 6.2 per cent on the book value 
of the common stock. The parent corpora- 
tion, Columbia Gas System, has a capital 
structure of 55 per cent debt and 45 per 
cent equity. 

The staff’s witness agreed on the cost 
of debt at 4.3 per cent but thought the 
cost of equity was not more than 83 per 
cent, allowing nothing for market re- 
sistance or flotation costs. According to 
this witness, the weighted average cost 
would not exceed 6.2 per cent. 
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Noting the high cost of both debt and 
equity money, the commission concluded 
simply, “in view of the evidence” and “‘in 
the light of the commission’s own in- 
quiry,” that a return of 6.4 per cent was 
proper in this case. 


Attrition and the Rate Base 


An average net original cost rate base 
was adopted, together with a test period 
for the calendar year 1958. While ob- 
serving that the original cost rate base is 
the only one that can be calculated with 
accuracy from the company’s books, the 
commission recognized that to confine the 
company to earnings on such a rate base 
is to disregard the change in property 
values which has resulted from inflation 
in recent years. A “pragmatic adjust- 
ment” should be made to it, said the com- 
mission, in order to prevent an erosion 
of earnings because of attrition. 

As a result of large additions of new 
plant and improvements since 1945— 
some $13 million a year—under infla- 
tionary conditions, the investment per 
customer has risen sharply. Old customers 
must share the weight of the overall in- 
creases in per customer investment be- 
cause of the statutory provision forbid- 
ding discrimination. Nor can evidence of 
planned and budgeted future expansion 
be disregarded in the rate-making process 
when it is no more than a reasonable pro- 
jection of past experience, the commission 
pointed out. 

To adjust for the inequities resulting 
from attrition, the commission added to 
the original cost rate base a sum equal to 
the excess of the total current investment 
per new customer over the prior invest- 
ment per customer, recognizing that the 
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added plant was not designed for new cus- 
tomers alone but for adequate service to 
all customers. The budgeted West Vir- 
ginia distribution net plant investment for 
1959-60, divided by the estimated new 
customers added during the period, 
amounted to nearly $5,000 per customer. 
This was $4,860 per customer in excess 
of the per customer investment at the end 
of 1958. The latter amount, when mul- 
tiplied by the estimated number of new 
customers, produced a figure of $2,167,- 
560. 

This was added to the original cost 
rate base of $17,418,768. 


Allocations 


Since Manufacturers operates in three 
states, it was necessary to make alloca- 
tions to West Virginia operations. Of the 


company’s demand costs, 9.623 per cent 
was assigned to West Virginia, along 
with 8.347 per cent of commodity costs. 
Gas production costs were assigned 100 
per cent to commodity. The demand cost 
factor was computed by the use of a 
three-day peak period rather than a 
single-day peak. 


Contributions and Taxes 


In computing cost of service, charitable 
contributions were disallowed, though in- 
come tax expense was allowed as if no 
charitable contributions had been made. 
The commission approved as a surcharge, 
in each municipality which imposes a local 
tax upon the company, a percentage 
amount sufficient to offset the tax. Re 
Manufacturers Light & Heat Co. Case 
No. 4955, May 19, 1960. 


Zoning Board Reversed on Location of 
Electric Generating Plant 


HE Connecticut commission reversed 

the Norwalk zoning board’s denial of 
an electric company’s proposal to locate a 
second 150,000-kilowatt steam turbine 
generator at its plant site known as 
Manresa Island. The company had per- 
fected its appeal, pursuant to statute, and 
had, in turn, been accused of acting in bad 
faith because of its failure to present to 
the zoning board many facts induced dur- 
ing proceedings before the commission. 
Opponents suggested that the commission, 
if it did not see fit to affirm the zoning 
board’s denial, remand the matter to that 
agency. 

The commission noted that it had juris- 
diction to affirm or modify or revoke a 
zoning board determination relating to 
the location of utility facilities. But even 
if it were deemed desirable to remand the 
matter to the zoning board, the commis- 
sion noted, such action was not within 
the scope of vested authority. 


The commission found that require- 
ments of public convenience and necessity 
for the prompt construction of a second 
unit at Manresa overrode zoning con- 
siderations. The commission had to view 
the matter as primarily that of utility 
regulation, while taking into account ap- 
plicable zoning considerations. As a mat- 
ter of utility regulation, the commission 
was under a duty to observe trends over 
the years and the public demand for 


power. 
Site Selection Factors 


The commission restated the character- 
istics set forth in an earlier decision gov- 
erning the selection of a site for the con- 
struction of an electric generating station. 
The location should be as close to the load 
center as possible. Adequate area for a 
station of sufficient size to meet reason- 
ably foreseeable generating capacity re- 
quirements was necessary. This included 
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sufficient area to store fuel and provide 
for switchyard and other necessary facili- 
ties. 

There had to be suitable subsurface 
to support the weight of generating equip- 
ment. A large quantity of water for cool- 
ing purposes had to be available. The 
location had to facilitate economic fuel 
delivery. And there had to be ample space 
and right of way for construction of 
power lines to connect with the transmis- 
sion system. 
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Manresa possessed the foregoing char- 
acteristics to a higher degree than any 
other possible or potential site, the com- 
mission noted. Standards of public 
health, safety, and welfare were weighed, 
as well as stabilization of property 
values; but as opposed to considerations 
of public convenience, necessity, and 
safety, the zoning board’s denial had to 
give way. Connecticut Light & P. Co. v. 
Zoning Commission of Norwalk, Docket 
No. 9833, April 8, 1960. 


Inflation Allowance Denied Gas Company 


ies Louisiana commission, in author- 
izing a gas company to put into effect 
increased rates which would produce a 
return of 5.5 per cent, denied a request 
for an additional allowance to compensate 
for the decline in the purchasing power 
of the dollar. 

The Louisiana commission considered 
it unnecessary and also inequitable to af- 
ford special protection against inflation. 

The risk arising from inflation, pointed 
out the commission, is taken into account 
by investors in appraising the worth of 
utility common stock for investment pur- 
poses as compared with all other invest- 
ment opportunities and, hence, is reflected 
in the fair rate of return. 


Refund Bond 


The commission also denied a company 
motion to make the proposed rate sched- 
ules immediately effective, subject to a 
bond guaranteeing a refund, in whole or 
in part, if the commission did not approve 
the increase. There was no statutory au- 
thority for doing so. 


Acquisition Adjustment 


The company’s application concerned 
only rates to local distributors in the New 
Orleans zone. A portion of the un- 
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amortized acquisition account was as- 
signed to this zone. Both the claim for 
inclusion of the allocated unamortized 
amount and allowance of the amortization 
as an item of operating expenses were 
rejected. There had been no showing that 
the New Orleans zone customers had in 
the past, and would in the future, derive 
any demonstrable benefit from the ac- 
quisitions. 


Tax Accruals as Offset 


The company had omitted the deduc- 
tion for federal income tax accruals in 
presenting its cash working capital re- 
quirements. The commission refused to 
depart from its policy of taking such 
accruals into account in determining 
working capital. 


Cost of Equity 

The commission adopted a capital 
structure consisting of 60 per cent debt 
and 40 per cent common equity and sur- 
plus, which was approximately equal to 
the actual capital structure of both the 
company and its parent. Earnings-price 
ratios were used to determine the cost of 
equity capital. 

The commission noted criticisms leveled 
at the use of such ratios. It had been 





PROGRESS OF REGULATION 


claimed that the price which an investor 
pays for a share of stock represents his 
appraisal of future prospects of the enter- 
prise and that it was erroneous to use the 
relationship of the latest available earn- 
ings to current market price as a measure 
of the rate of earnings that the investor 
expects to realize from his investment. 

While it is true that investors are in- 
terested in future earnings, answered the 
commission, it is also true that the best 
measure of the investor’s appraisal of the 
investment quality of the security is the 
price he is willing to pay for the known 
available earnings. 

The commission went on to point out 
that earnings on book equity could not be 
considered to be the cost of equity capi- 
tal any more than the actual return earned 
by a utility could be considered to be its 
overall cost of capital. It would be rea- 
soning in a circle to consider actual earn- 
ings as representing the cost of capital, 
just as it would if the re‘urn earned by 
comparable utilities were considered as 
measuring the cost of equity capital. 

Required earnings are not identical to 
the actual earnings. It would be the rank- 
est sort of speculation to assume that any 
or all of such companies were earning a 
fair return and no more or not less than a 
fair return, said the commission. Some 
earnings of comparable utilities might 
have resulted from engagement in non- 


utility operations. Some companies might 
have been collecting increased rates under 
a bonding procedure. There might be dif- 
ferences in the capital structures of the 
selected utilities. 


Cost-of-service Allocation 


The commission held that it was not 
bound by any formula in allocating the 
company’s cost of doing business. It 
utilized the zone cost allocation method, 
based on the staff’s recommendation, sub- 
ject to adjustment with respect to the use 
of system-wide average production cost. 
But it was careful to point out that this 
was for the purposes of the instant pro- 
ceeding only. 


Escalation Clause 


A purchased gas cost escalation clause, 
which the company sought to incorporate 
in its rate schedules, was disapproved. 
The commission could see no reason why 
the company could not file applications 
for increased rates, as warranted, to offset 
increased operating costs. Until the FPC 
takes some action to stabilize the cost of 
gas in the field, to determine that the 
prices being paid by the company are just 
and reasonable, the commission said, it 
would not be in the public interest to au- 
thorize the escalation clause. Re United 
Gas Pipe Line Co. Docket No. 7970, 
Order No. 8061, March 25, 1960. 


Generating Company Declared Public Utility 
And Contract Rates Held Regulable 


T= West Virginia supreme court 
ruled that a coke company which 
generated electricity and supplied a dis- 
tributing company was a public utility and 
that the commission had jurisdiction over 
it, and its contract rates for sales to the 
distributor. The’case arose on petition by 
the distributing company for a writ of 


prohibition to prevent the commission 
from proceeding further or asserting 
jurisdiction in a proceeding by the coke 
company to establish new rates. The writ 
was denied. 

Initially, in addition to its generating 
operations, the coke company distributed 
electricity to the general public. In 1923, 
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however, it transferred its distribution 
facilities to the power company and has 
for many years supplied the latter with 
electricity. In a rate proceeding in 1924, 
the coke company was directed to segre- 
gate its utility operations from its coke 
business and keep books in accordance 
with the rules of the commission. Such 
segregation was not undertaken, nor did 
the commission thereafter exercise any 
affirmative regulatory authority over the 
coke company. The company never sought 
permission to transfer its distribution fa- 
cilities or to discontinue utility service. 

The power company contended that the 
coke company was not a public utility and 
was, therefore, bound by its contract 
rates. 

It appeared that the coke company’s 
charter did not authorize it to operate as 
a public utility until it was amended in 
1959 after it had instituted the rate case 
which gave rise to the instant proceeding. 

The court held that the coke company 
plainly operated as a public utility during 
the years it generated and distributed 
electricity to the public. From the time it 
transferred its distribution facilities to the 
power company, it continued to generate 
electricity which it indirectly continued to 
supply to the public. Neither the neglect 
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of the company to comply with the com- 
mission’s requirement to segregate its 
public and private business, nor the 
failure of the commission to assert its 
jurisdiction over the company for a long 
period of time, could divest the company 
of its original status as a public utility. 
The court thought the commission’s segre- 
gation requirement indicated an intention 
to retain its jurisdiction with respect to 
the generation and sale of electricity. 


Contract Rates Supervised 


The court also rejected the power com- 
pany’s contention that the commission has 
no jurisdiction to authorize rates for the 
coke company different from those pro- 
vided by contract between the two com- 
panies. While a public utility normally has 
a right to enter into contracts which are 
not unconscionable and do not impair its 
obligation to serve, all contracts made by 
a public utility relating to public service 
are deemed to be made subject to the 
state’s regulatory power in the public 
interest. It is clear then, said the court, 
that the commission has authority to 
“supervise, regulate, modify, or approve” 
the existing contract. Preston County 
Light & P. Co. v. Renick et al. 113 SE2d 
378. 


Customer Preference Important in Fixing 
Telephone Exchange Boundaries 


ition South Dakota commission 

granted a request by several indi- 
viduals to be transferred from the service 
area of one telephone company to that of 
another. They had refused service from 
the company in whose service area they 
resided, alleging that such service would 
be of little value to them. They sought 
service through the other company be- 
cause it would give them access to their 
economic and social center of interest. 
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None of the applicants had been con- 
sulted as to their preference when the 
two companies mutually determined the 
boundary line. 

In protest to the application, it was 
argued that the release of these potential 
subscribers would establish a dangerous 
precedent which could only lead to other 
subscribers making similar requests, with 
an adverse effect upon the economic 
stability of exchange areas. 
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Recognizing the danger inherent in the 
tendency of larger communities to attract 
subscribers from adjacent exchange areas, 
the commission declared that when an ex- 
change area has been economically de- 
termined and the facilities for service 
have been finally constructed, the com- 
mission is without authority to authorize 
any change in the established boundary 
unless service is inadequate or there is 
mutual agreement between the telephone 
companies concerned. 

It was pointed out, however, that prior 
to the construction or reconstruction of 
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facilities for a particular exchange area, 
the boundary line between adjacent ex- 
change areas should be carefully recon- 
sidered and all borderline potential sub- 
scribers interviewed to determine their 
preference. This is not to say that sub- 
scriber preference should be the con- 
trolling factor in selecting a boundary 
line, said the commission, but it should 
be given as much consideration as possible 
in determining the most economically 
feasible dividing line from the standpoints 
of both companies. Re Bauman et al. F- 
2611, March 30, 1960. 


Some Inadequacy Not Sufficient to Justify 
Additional Competition 


HE Kentucky court of appeals af- 

firmed a reversal of a commission 
grant of a motor carrier certificate. The 
court held that the applicant’s proof of 
only some instances of ‘imsatisfactory 
service was insufficient to justify the 
grant of additional authority. Nor was it 
deemed sufficient to establish that the 
present carriers on the route lacked the 
ability or inclination to furnish reason- 
ably adequate service in the light of the 
conditions shown to exist. 

The court pointed to the considerations 
necessary to determine what constitutes 
inadequate service so as to justify au- 
thorizing a new service over a route 
served by existing carriers. The inade- 
quacy must be due either to a substantial 
deficiency of service facilities, beyond 
what could be supplied by normal im- 
provements in the ordinary course of 
business, or to indifference, poor manage- 
ment, or disregard of the rights of con- 
sumers, persisting over such a period of 
time as to establish an inability or un- 
willingness to render adequate service. 

The shipper is not entitled as a matter 
of right to direct motor carrier service 


to every point to which it ships when 
adequate interline service is available. 
Existing carriers have substantial invest- 
ments in operating rights, facilities, and 
equipment necessary to institute and sus- 
tain their operations, and they are en- 
titled to all the traffic they can handle 
adequately, efficiently, and economically, 
in the territories which they serve with- 
out competition of additional service. 


Inadequacy and Public Need 


Inadequacy and public need are rela- 
tive terms, pointed out the court. It is 
impossible to consider such questions 
without taking into account the type of 
service involved, the facilities that may 
be economically utilized, and the amount 
of available freight to be transported. 
From the record, it appeared that most 
of the freight was hauled from one point 
to another, without a reciprocal flow of 
return freight. It also appeared that the 
freight requirements at one of the points 
were not extensive, and that the applicant 
had failed to show any anticipated sub- 
stantial increase in freight which would 
justify an additional carrier. 
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Too many competing carriers on a par- 
ticular route, said the court, without suffi- 
cient freight to support all, could impair 
the ability of existing carriers to furnish 
their present service. The mere fact that 
shippers would like better or more con- 
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venient service was held insufficient evi- 
dence that the present service had that 
character of inadequacy which would jus- 
tify the granting of a certificate to a new 
carrier. Combs v. Johnson, 331 SW2d 
730. 


Capitalization of Unamortized Conversion 
Expense and Abandoned Plant Denied 


HE North Carolina commission de- 

nied a gas company’s request to 
capitalize unamortized conversion ex- 
penses and abandoned gas production 
plant so that a return could be earned 
upon such expenses. The company had 
changed from manufactured gas to 
natural gas, and had incurred expenses in 
adapting customer appliances. A portion 
of plant previously used to produce gas 
was abandoned after the conversion. 

The commission pointed out that since 
no title to customer properties vested in 
the company, the properties could not be 
said to be part of utility plant. Moreover, 
the ratepayer was replacing the full 
amount as a nonrecurring expense. It 
seemed to the commission manifestly ex- 
cessive for the ratepayers to restore the 
full expense through amortization and, at 
the same time, pay a return on the un- 
amortized portion. The same reasoning 
held true for the abandoned gas produc- 
tion plant. 


Working Capital Allowance 


Materials and supplies purchased for 
new construction in new territories were 
excluded from working capital since they 
were not yet used or useful in rendering 
service, were not required in the ordinary 
operation of the business, and the com- 
pany had received credit for them in the 
computation of construction work in 
progress. 

The company maintained 23 bank de- 
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posits of $10,000 each. It alleged that 
such minimum bank balances were actual- 
ly required in order to maintain credit 
and induce the banks to perform bill col- 
lection services. The commission, without 
delving into the ethical or legal implica- 
tions of minimum bank balances, held that 
such balances had no place in the rate 
base. 


Average Tax Accruals 


The company had not subtracted from 
the working capital requirements the 
average federal income tax accruals but 
instead had deducted the average balance 
of federal income tax deferrals resulting 
from the use of an accelerated deprecia- 
tion option. The commission pointed out 
that its policy was firmly established that 
average tax accruals would be deducted 
from the working capital requirements 
but that the hypothetical difference be- 
tween actual taxes and taxes computed on 
a lower depreciation basis would not be 
used as an offset. The commission used 
actual tax expenses only in computing op- 
erating revenue deductions, so that it 
would have been inconsistent, it said, to 
deduct the hypothetical difference from 
the working capital in addition to the 
average accruals. 


Depreciation Expense 


The company was using a composite 
depreciation rate of 24 per cent for all its 
property. It proposed to withdraw autos, 
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trucks, tools, work equipment, office fur- 
niture, and office fixtures from the com- 
posite rate entirely, computing autos and 
trucks on a 20 per cent basis and the 
remainder of the withdrawn items on a 
10 per cent basis. 

The commission denied the request. 
The theory of the composite rate, it 
pointed out, is that economies in elimi- 
nating the keeping of voluminous acquisi- 
tion records, actual depreciation experi- 
ence data, etc., justify taking all the 
property—both the extremely long-lived 
and the short-lived—and placing them to- 
gether under an average life expectancy. 
The justification for doing so would be 
eliminated entirely if the short-lived prop- 
erty were withdrawn. 


Other Operating Expenses 


Civic and social club dues and fees were 
excised from operating expenses and re- 
classified as miscellaneous income deduc- 
tions. They were more appropriately an 


e 


item to be borne by the stockholders than 
the ratepayers, the commission thought. 
The company was denied an allowance 
for a proposed employee pension plan. 
The plan had not been legally fixed or the 
expenses actually incurred either during 
the test period or at the hearing. It was 
just a projection of future expenses. 
The cost of an open house the company 
had held as a part of a centennial cele- 
bration in a certain city was held a non- 
recurring expense which should be 
amortized over a five-year period. 


Return Allowance 


A return of 6 per cent on the fair value 
rate base was considered reasonable. A 
refund of rates that had been in effect 
under bond was ordered, after the com- 
mission found that previous rates were 
producing the return found to be fair. 
Re Public Service Co. of North Carolina, 
Inc. Docket No. G-5, Sub 32, April 8, 
1960. 


Jurisdictional Allocation of Electric Company Costs 
Reveals Adequacy of Present Rates 


|, ee allocating costs between jurisdic- 
tions, the Wisconsin commission 
found that Wisconsin Michigan Power 
Company was already earning a 6 per 
cent rate of return on its Wisconsin re- 
tail operations. Consequently, the commis- 
sion denied an application for a rate in- 
crease. While the company operates prin- 
cipally in Wisconsin, it also does some 
business in Michigan and comes under 
Federal Power Commission jurisdiction 
with respect to wholesale operations in 
Wisconsin. 

Under an allocation method offered by 
the company, its Wisconsin retail business 
produced a return of only 4.80 per cent. 
This allocation assumed that its northern 
division was self-sustaining as a unit. All 


of the costs of the hydro generating units, 
located almost entirely in the northern 
Wisconsin division, were spread evenly 
over the kilowatt-hours of output. There 
is no firming capacity in the northern 
division, so that if it is self-sustaining in 
low water periods, there must be substan- 
tial amounts of excess or dump genera- 
tion during good water periods. Because 
the company’s allocation failed to recog- 
nize this condition, the commission con- 
sidered it inequitable. 

Using a single power pool basis, as- 
signing total costs including a 6 per cent 
return, and assigning power pool costs on 
the basis of kilowatt-hour requirements, 
the commission found that revenues from 
Wisconsin retail service would exceed the 
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cost of the service. A similar result was 
obtained upon assigning to the northern 
division the fixed costs on the hydro 
generating plants located there. In either 
case there was no need for an increase in 
retail rates in Wisconsin. 


Rate Base Items and Capital Cost 


The commission ruled on several rate 
base items. The average amount of in- 
come tax accruals was considered avail- 
able for capital purposes and was, there- 
fore, taken into account in determining 
the rate base. Accrued employees’ vaca- 
tion pay was also available for capital 
requirements since the company had 
charged such pay to operating expenses 


e 


for the previous year. An operating re- 
serve for injuries and damages was de- 
ducted because it represented funds pro- 
vided by the customers and used by the 
company to fulfill capital requirements. 

In arriving at a just rate of return of 
6 per cent for Wisconsin Michigan 
Power, wholly owned by its parent cor- 
poration, the commission applied the lat- 
ter’s cost of equity capital of 9.75 per 
cent. 

This was appreciably less than the 
11 per cent asked by Wisconsin Michigan 
Power on equity capital, based on a 
study of 18 electric companies. Re Wis- 
consin Michigan Power Co. 2-U-5079, 
April 22, 1960. 


Entitlement to Conjunctional Billing 


HE New York commission has de- 

cided several complaints by electric 
customers of Consolidated Edison Com- 
pany against the denial of service under 
conjunctional billing and intercommuni- 
cating buildings riders. On May 26, 1959, 
the commission determined that the riders 
were discriminatory and made provisions 
for their elimination (28 PUR3d 243). 
A cutoff date of May 31, 1959, was es- 
tablished. No further extensions of serv- 
ice under the riders would be permitted 
after that date, though all persons receiv- 
ing service under them as of the cutoff 
date would be permitted to continue re- 
ceiving the benefits of the riders. 

Prior to May 31, 1959, two com- 
plainants had acquired a contract interest 
in certain apartment houses which were 
being served pursuant to the riders. The 
transfers were closed and conveyances 
recorded after the cutoff date. Additional- 
ly, these complainants leased to a third 
party. 

In a third complaint, a corporation 


proposed, under a plan of liquidation, to 
transfer property to an individual owning 
all of the stock of the corporation, The 
three complainants urged that they should 
be allowed to enjoy the benefits of the 
riders because there had been no change 
in their economic interest in the properties 
since the cutoff date. 

The commission held that these com- 
plainants did not qualify as customers 
taking service under the riders on the cut- 
off date. It refused to substitute a concept 
of economic ownership as the determining 
factor. The complaints were dismissed. 

A fourth complainant who owned two 
adjoining premises conveyed an undivided 
one-half interest in them and recorded the 
conveyance prior to the cutoff date He 
continued to be billed under the riders 
with no change in status subsequent to 
May 31, 1959. The commission held that 
this complainant was entitled to a con- 
tinuation of service under the riders. Re 
Consolidated Edison Co. of New York, 
Inc. Cases 18011-18013, April 28, 1960. 
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Other Recent Rulings 


Lease Requires Approval. The New 
Jersey commission held that a railroad 
first had to obtain commission approval 
before leasing any of its property. Re 
Central R. Co. of New Jersey, Docket 
No. 5911-11821, February 19, 1960; Re 
Lehigh & Hudson River R. Co. Docket 
No. 601-33, March 14, 1960. 


Primary and Secondary Consideration. 
The New Jersey commission held that, 
in railroad agency discontinuance cases, 
it was required to give primary considera- 
tion to public convenience and necessity 
and secondary consideration to the finan- 
cial results of the operation. Re Railway 
Express Agency, Inc. Docket No. 601-47, 
March 17, 1960. 


Absence of Other Transportation. The 
New Jersey commission pointed out that 
the fact that only a small number of pas- 
sengers may be affected by proposed rail- 
road passenger train discontinuance is not 
necessarily determinative where it appears 
that there is an absence of other adequate 
means of public transportation. Re Erie 
R. Co. Docket No. 5911-11830, March 
17, 1960. 


Cost of Debt Money. The Federal 
Power Commission authorized Black 
Hills Power & Light Compay to issue 
30-year bonds for private placement at a 
price of 98.2 per cent of the principal 
amount of one million dollars, at an in- 
terest rate of 54 per cent, resulting in a 
cost of money of 5.72 per cent. Re Black 
Hills Power & Light Co. Docket No. E- 
6930, April 14, 1960. 


Cost Evidence for Initial Gas Prices. 
In denying rehearing of a certificate order 
fixing initial prices for natural gas pro- 


ducers, the Federal Power Commission 
pointed out that cost evidence suitable for 
determining the just and reasonable rate 
for producer sales within the meaning of 
§§4 and 5 of the Natural Gas Act is not 
necessarily indispensable in every case. 
Re El Paso Nat. Gas Co. et al. Docket 
Nos. G-13862 et al. April 19, 1960. 


Operating Ratio and Return. The Dis- 
trict of Columbia commission approved 
a rate increase for W. M. A. Transit 
Company sufficient to provide an op- 
erating ratio of 97.55 per cent, though it 
would result in a rate of return of 12.466 
on the rate base, where the company’s 
property was 80 per cent depreciated and 
the rate base was, therefore, low. Re 
W. M. A. Transit Co. PUC No. 
2097/36, Order No. 4650, May 13, 
1960. 


Rate Settlement Offer Rejected. In the 
absence of supporting financial and engi- 
neering data, the Federal Power Com- 
mission rejected an offer to settle a nat- 
ural gas producer rate controversy pro- 
posing a substantial rate increase (with 
further periodic increases) over the base 
rate as of June 7, 1954, and offering to 
eliminate favored-nation and price-rede- 
termination clauses, to add acreage and 
“excess reserves,” and to extend the nomi- 
nal term of the contract. Re Shell Oil 
Co. Docket No. G-12192, March 18, 
1960. 


Zone of Reasonableness. The Califor- 
nia commission considered a return of 
somewhat more than 7 per cent on a 
water company’s depreciated rate base to 
be within the zone of reasonableness. Re 
Dyke Water Co. Decision No. 59828, Ap- 


JULY 7, 1960 





PUBLIC UTILITIES FORTNIGHTLY 


plication No. 39303 Amended, Case No. 
5841, March 22, 1960. 


Telegraph Automation. Dismissing a 
complaint by the American Communica- 
tions Association, the Federal Communi- 
cations Commission found no violation of 
the Federal Communications Act in the 
action of Western Union in “patching 
through” — interconnecting electrically 
its own facilities in New York with an 
international carrier—so as to establish 
automatic operation in place of manual 
processing of messages in its New York 
office, resulting in improved service. 
American Communications Asso. v. 
American Cable & Radio Corp. et al. 
Docket No. 13271, March 24, 1960. 


Partnership Operations. Operations 
under a certificate granted to a partner- 
ship should be conducted by the partner- 
ship and not as individuals or by one 
partner only, the North Dakota commis- 
sion declared, since a partnership is re- 
garded as a legal person or entity for 
regulatory purposes, and if two partners 
operate as individuals two carriers are 
thereby created where only one proved 
public need and was certificated. Re 
Roehl et al. Case No. S-818, Sub 1, 
March 24, 1960. 


Private or Common Carrier. The Colo- 
rado commission held that a common car- 
rier’s possible loss of some business, when 
it contends it is already operating at a 
loss, is not of itself a sufficient basis for 
denying an application for a private car- 
rier authority. Re Vancil, Application 
No. 17646-PP, Decision No. 54071, April 
1, 1960. 


Express Office Discontinuance. The 
New Jersey commission granted an ex- 
press company permission to close certain 


offices on condition that pickup and de- 
livery service to and from the affected 
cities would be furnished from a nearby 
office. Re Railway Express Agency, Inc. 
Docket No. 601-48, April 5, 1960. 


Passenger Train Discontinuance. The 
New Jersey commission pointed out that 
its determination, in a railroad passenger 
train discontinuance case, is guided pri- 
marily by the requirements of public con- 
venience and necessity, the available al- 
ternate service, and the financial results 
of the operation. Re Reading Co. Docket 
No. 602-135, April 5, 1960. 


Motorbus Service Discontinuance. The 
Connecticut commission held that au- 
thorization for the discontinuance of 
motorbus service should be granted when 
continued absorption of financial losses 
in order to accommodate relatively few 
riders jeopardizes service to the public 
generally. Re Connecticut Co. Docket 
No. 9888, April 18, 1960. 


Construction of Certificate. A United 
States district court, in sustaining an 
order of the Interstate Commerce Com- 
mission, pointed out that the commission’s 
construction of the scope of its permits 
is entitled to great weight and will not be 
overturned by the courts unless it is clear- 
ly erroneous. Arrow Trucking Co. et al. 
v, United States et al. 181 F Supp 775. 


Bond Redemption Restriction, In au- 
thorizing a $15 million issue of 30-year 
bonds proposed by a gas and electric com- 
pany for construction purposes, the 
Indiana commission allowed a five-year 
redemption restriction clause even though 
an interest rate up to 6 per cent was 
authorized. Re Northern Indiana Pub. 
Service Co. No. 28533, February 29, 
1960. 
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con. $C Service Electric as 
eat # $140,000,000 Program 
sults NG 1960, Public Service Elec- 
ail d Gas Company, Newark, New 
nats . contemplates expenditures of 
$140,000,000 to $150,000,000 
bnstruction, marking the fifth 
The ffutive year the company’s con- 
au- [gon expenditures have exceeded 
, of 9p00,000 and will bring to more 
h billion dollars the amount ex- 
yen fd since 1951 for additions and 
SSES_Hvements to plant and equipment. 
few [Rhe company’s Bergen division, 
iblic §fJajor construction work is cen- 
chet (around the new Bergen gener- 
station, which will ultimately 
generating capacity of 580,000 
‘ atts. The first of the two 290,- 
ited = fBlowatt generators is already on 
an [Be and the second unit of similar 
om- ity is expected to be placed in 
sn’s  fetcial operation late in June. A 
. as distribution headquarters of 
nits design will be built in Oradell, 
be Bin unty. 
ar- Central division the existing 
al. en station, near Perth Amboy, 
g «xpanded by the addition of 
00.-kilowatt turbine generator 
in. os' of $66,000,000. This huge 
scheduled for service in 1962. 
ar th addition is completed and 
m- enc ator placed in service, this 
he ’s venerating capacity will be 
ar 817,000 kilowatts, the 
h the company’s system and 
5 Pr ‘ian the entire Public Ser- 
ma ys’ m capacity at the beginning 
b. 0 


y, ’ : this year, the company’s gas 
m at will continue to convert 
me*s’ appliances from mixed gas 
161 to the use of straight nat- 

Approximately 42,000 addi- 
customers will be affected prin- 
y 1 the New Brunswick-Bound 
->omerville area of Central di- 
. By the end of the year, 560,- 
Somers, or nearly one-half of 
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all customers in the company’s terri- 
tory, will be served with straight nat- 
ural gas. 

In Southern division, work is pro- 
gressing on the erection of the 
640,000-kilowatt Mercer generating 
station, located in Hamilton Town- 
ship near Trenton in the heart of the 
Delaware Valley. It will cost approx- 
imately $130,000,000. The first of two 
320,000 kilowatt turbine generators is 
expected to be placed in operation this 
year, and the second, of similar ca- 
pacity, in 1961. 

When all of the new generating sta- 
tion facilities are placed in operation, 
the company’s total installed capacity 
will be 4,054,500 kilowatts, an increase 
of almost 60 per cent over the capacity 
on January 1, 1959. 

Construction and reinforcement of 
major high tension electric transmis- 
sion and switching facilities, at a total 
cost of almost $40,000,000, is under- 
way or planned. 

In addition, throughout the territory 
served the company is expanding its 
electric distribution facilities this year 
with the installation of 22,000 new 
electric meters, 2,000 miles of over- 
head and underground wires, 5,000 
additional distribution transformers, 
5,000 new street lights and 8,500 ad- 
ditional poles. 

In the gas end of the business, gas 
facilities are being expanded in the 
company’s service area to meet the in- 
creased demands of present customers 
and to provide service to an expected 
total of 300,000 gas heating customers 
at the year-end. This expansion in- 
cludes the installation of approximate- 
ly 285 miles of gas mains, 22,000 serv- 
ices, and 27,000 meters during 1960. 


U.S. Atomic Industry Sales 
Estimated at $1.5 Billion 
From 1954 Through 1958 


THE U. S. atomic industry is esti- 
mated to have sold and delivered ap- 
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proximately $1.5 billion worth of 
nuclear reactors, components, mate- 
rials and services to government, in- 
dustry and overseas markets during 
the five years period, 1954-1958. This 
estimate is projected from $933 mil- 
lion worth of sales reported by nearly 
200 companies participating in a sur- 
vey conducted by the Atomic Indus- 
trial Forum, the association of the 
nuclear industry, and detailed in a new 
report entitled: Business Statistics on 
the Atomic Industry, 1954-1958. The 
36-page report also gives details on 
research and development expendi- 
tures, capital investment and employ- 
ment, and includes 15 tables summar- 
izing the statistical information. 


































wieChansan Elected President 
Of Middle West Service 


RODMAN McClanahan has been 
elected president of Middle West 
Service Company, business and engi- 
neering consultants, Chicago. He suc- 
ceeds Jay Samuel Hartt, former pres- 
ident, who was elected chairman of the 
board. Mr. McClanahan had been ex- 
ecutive vice president for seven years. 

George Frank, for the past 11 years 
with Emerson Consultants, Inc., of 
New York City, was elected a vice 
president. He will head a new indus- 
trial department. 

Elmer Gates, manager of the rate 
department, was elected a vice presi- 
dent. 

All other officers of the company 
were re-elected. They are Malcolm R. 
Rodger, Robb M. Winsborough and 
Leroy A. Swanson, vice presidents; 
P. John Fallon, treasurer; and Patrick 
A. Linskey, secretary. 

Mr. McClanahan has spent the past 
30 years in the public utility field. For 
8 years he was vice president of 
United Public Utilities Company, ac- 
tively engaged in the operation of a 


(Continued on page 20) 
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number of utility companies. He first 
joined Middle West in 1930. He be- 
came vice president in 1948 and exec- 
utive vice president in 1953. 

George Frank has more than 20 
years’ experience in methods plan- 
ning, work study and improvement, 
cost control, production control, fab- 
rication and assembly. 

Jay Samuel Hartt has practiced 
consulting engineering for more than 


40 years, and is widely known for his 
work in the field of public utility valu- 
ations. In 1955 his private firm 
merged with Middle West and in 1957 
he became president. 

Elmer Gates has more than 20 
years’ experience in utility rate work. 
He spent 6 years as utility engineer 
on the staff of the California Public 
Utilities Commission before joining 
Middle West in 1951. 
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An anchor is being 
forged here. The three- 
man-to-a-side crew, 
tugging alternately on 
the two ends of a rope, 
spin a geared flywheel 
which supplies power 
to the triphammer. 


This exclusive R & S service is made possible by 
this machine of our invention 


It is a needless and costly tug-of-war finding the time for your 
personnel to compile rate bill analyses, when our “One-Step” Method 
can do the job faster, better and more economically. 

The triphammer production speed and accuracy of “One-Step” 
monthly rate bill analyses offer a two-fold advantage to rate engineers: 
1. always up-to-date figures on present consumption can be safely geared 
to future operational planning; 2. the widely recognized validity of our 
analyses are a definite plus in preparing and presenting rate cases. 

Change-over to the “One-Step” Method is easy, and your personnel 
is not involved in compilation—all the work is done in our office. The 
full story is in our booklet, “One-Step” Method of Bill Analyses. 


A note to Dept. U-4 will bring your copy 


RECORDING & STATISTICAL 


CORPORATION 


100 Sixth Avenue : 


New York 13, N. Y. 


Fittings 

A 12-PAGE illustrated bullej 
nouncing the addition of se:mle 
welding fittings to its establis 
of welded-type fittings ha. beg 
lished by Midwest Piping Coq 
Inc., St. Louis. 

Included in the bulletin, No, 
are photographs and a zene 
scription of Midwest fittings, t 
seamless manufacturing oper 
dimensional and metallur: ical g 
processes and testing procedure 
types of Midwest standar« fitti 
shown, with their size ranzes, a 
merous examples of Midwest 
fittings and their application are 

A copy of the new bulletin is 
able on request from Midwest 
Company, Inc., 1450 South 
st., St. Louis 4, Missouri. 


AEP System Passes Mile 
In Net Generation 
THE milestone of 30-billion kil 
hours of net generation has 
reached and passed by the Am# 
Electric Power System. 


AEP became the first privatg’et" 
tric utility system in the world tq! 


this level when it generated 3 
858,000 kwh during the 12 mp 
ended April 30th, it was learn 
cently. 

(As a measure of compariso 
billion kwh is the equivalent | 
amount of electricity used in 
by 8-million average American} 
Or, given another way, this ise 
burning 34,278,300 bulbs of 104 
cach continuously for one yea 


Forrest Promoted to Vi 
President of Burns and Rog 
MELBOURNE A. Forrest h 


named a vice president by Bu 
Roe, Inc., New York City en 
and constructors. He will contif 
ing responsible for the coimpan 
erations in power, nuclear. and 
trial facilities, in addition to 4 
and aeronautical projects 
Burns and Roe, celebrating! 
anniversary this year, is one 
leading consulting enginecring 
in the country, with offices # 
York City, Hempstead (... | 
Santa Monica (Calif.). The 
currently designing the heat 
tion system for the new pd 
reactor at the Hanford operat 
of the Atomic Energy Coma 
nuclear test facilities for Brot 
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slishes Bilal L: boratory, Long Island; 
less Wellines I aboratory at Iowa State 
5 sity of Science and Technol- 
| dgrcund support facilities for 
ed bulle...Ze1s missile which defends 
f Seimei [CPM attack. 
> lish comp any is also designing and 
"st Dette wo: ld-wide bases and support 
ping Coq es to track the Man-in-Space 
tin, Noe 22" of NASA’s Project Mer- 
oe Other important work of the 
a Sener y includes the recently com- 
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750,0 )0- kw Thos. H. Allen elec- 
neraiing station for the Mem- 
Tenn.) Light, Gas & Water Di- 
and power plants for utilities 
Jnited States, India, and Korea. 


bn Edison Orders Steam 











ation are b 
ulletin fers from Combustion Eng. 
lidwest HBUSTION Engineering, Inc. 
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uri. orders from Consolidated Edi- 
, fompany for two large steam 
5 Milesi& to be installed at the company’s 
ration BXavenswood station in New 
illion kigcity. The boilers will generate 
ion has for two 357,000 kw turbine 
the Amtors. one of which will go into 
’ ion in 1963, the other in 1964. 
t privagveting nearly 17 stories high, 
worldt@pilers will burn gas or oil ini- 
rated 3 Provisions are being made to 
he 12 qppulverized coal in the future. 
as learn fucl oil will be supplied to the 
ation from storage and pump- 
mparisieilities now in operation at Con 
valent @P's Astoria Station, also located 
sed in eens. This unique arrangement 
erican Mow considerable savings in fuel 
his is gms costs. 
s of 10@§Ravenswood, steam will be sup- 
ne yeameo the turbines at 1050°F and 
“ fipsiy with reheat to 1000°F. 
to Viggstion Engineering tilting tan- 
id Rodi. burners will automatically 
In steam temperature constant 
rest H@2 509,000 Ibs per hour down 
D Buri0.(.0 Ibs per hour. 
Aly Cli@ers will be fabricated at Com- 
I conti principal manufacturing 
ompal@ a: Chattanooga, Tennessee. 
ir, andiien: is scheduled to begin in 
10 Gbe 1961, 
oe v station will be integrated 
ating | 
see her Con Edison power sta- 
cil ing the total system capacity 
cad 0 more than 6,000,000 kw 
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ater New York. 


hos: Names Big Unit 
For H. B. Robinson 


LINA Power & Light Com- 
ecently dedicated its newest 
project in honor of H. Burton 
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Robinson, vice president and general 
manager. 

The H. B. Robinson facility is a 
250,000-horsepower __ steam-electric 
generator and 2,300-acre cooling lake 
near Hartsville. 

Tribute was paid to Mr. Robinson 
in ceremonies attended by some 2,500 
company stockholders, customers, 
employees and special guests. 

Louis V. Sutton, CP&L president, 
dedicated the project to Mr. Robinson 
in recognition of his “. . . engineering 
skill and executive ability . . . and in 
commemoration of the efficient serv- 
ices he has rendered . . . during thirty 
of the most important years in the 
company’s history.” 


F. G. Owen, Jr., Named Manager 
Of Koppers Creosote Sales 


F. G. OWEN, Jr., has been appointed 
manager of creosote sales, it was an- 
nounced by J. C. Macon, Jr., sales 
manager of Koppers Tar Products 
Division. 

In his new capacity, Mr. Owen re- 
places R. O. Hawes, who is leaving 
Koppers to become general manager 
of the American Wood Preservers 
Institute, Chicago, IIl. 


Daystrom Offers Technical 
Bulletin on Its Tele-Scan 
Recording Systems 





A NEW technical bulletin on its Tele- | 
Scan Recording Systems for trans- | 


mitting data to distant computer facil- | 
ities via standard telephone circuits | 


is being offered by Daystrom’s Con- 


trol Systems Division, La Jolla, Cali- | 


fornia. 

The bulletin describes the important 
capabilities of Tele-Scan Recording 
Systems in industrial processing, 
power generation, nuclear project and 
testing for performance guarantees. 
It also covers a general description of 
Tele-Scan Recording Systems, techni- 
cal design features, component details, 


and specification information. A typ- | 


ical system is illustrated in chart form. 

Ask for Bulletin 210, Daystrom, 
Incorporated, Control Systems Divi- 
sion, Miramar Road, La Jolla, Cali- 


fornia. 


"Festival of Flame" Exhibit 
Will Highlight AGA's 
1960 Convention 


MORE than 200 of the newest and 
most significant technical develop- 
ments in gas utilization and gas in- 
dustry operation will highlight the 
(Continued on page 22) 








A timely report on the 


TAX-EXEMPT 
BOND MARKET 


at mid-year 1960 


Take-home income from an 
investment in bonds that are 
exempt from federal income 
taxes is greater today than it has 
been in many a year. Yields 
which are still relatively high, 
together with the traditional 
safety of securities issued by 
states, municipalities, public 
authorities, commissions and 
similar bodies, make them espe- 
cially attractive now. Individuals 
not only in the upper but in the 
middle federal income tax brack- 
ets, as well as institutional and 
corporate investors, can benefit 
from their purchase. 

Our Mid-Year Survey of the 
Tax-Exempt Bond Market pro- 
vides important background in- 
formation, discusses supply and 
demand, volume and yields, and 
interprets the trend and outlook 
for the tax-exempt market. 

Send without cost or obliga- 
tion for this helpful survey now. 
You will also receive our tax 
chart to help you determine 
quickly the value of federal tax 
exemption in your income brack- 
et. See at a glance what taxable 
income is neces- — 
sary to equal the a 
tax-exempt in- [ soy 

¢ 


come now obtain- The Tee Exempe Bong 
{/ 
able. Market. 
Ask for 


folder PF-70 


HALSEY, STUART & CO. INC. 


123 SOUTH LA SALLE STREET, CHICAGO 90 
35 WALL STREET, NEW YORK 5 
AND OTHER PRINCIPAL CITIES 














INDUSTRIAL PROGRESS—( Continued ) 


“Festival of Flame” exhibit at the 
American Gas Association’s 42nd 
annual convention October 9-12 in 
Atlantic City. 

Twice as large as the ‘Parade of 
Gas Progress” exhibit presented at 
the 1958 convention, AGA’s dramatic 
“Festival of Flame” will occupy the 
entire 90,000-square-foot exhibition 
hall of Atlantic City’s newly reno- 
vated Convention Hall. 

Christy Payne, Jr., chairman of the 
Exhibit Planning Committee and 
manager of market development for 
The Consolidated Natural Gas Sys- 


tem, reports some 100 new develop- 
ments by nearly 50 manufacturers 
and gas companies already have been 
qualified and signed up for display 
in the 1960 exhibit. 

More than a score of additional 
gas utilization advances and nearly 
100 items of gas operating equipment 
also are expected by convention time. 

Centerpiece of the exhibit will be 
a spectacular 30,000 square-foot- 
mall-type educational display, ar- 
ranged by AGA’s Operating Section. 
Exhibitors will show the newest and 
most important equipment and con- 


trol devices used in every are, 
operations, from the producer’ 
head to the customer’s bzurner 

The gas utilization se: tion 
“Festival of Flame” wi! fo 
dustry attention on sigzifica 
technical developments in resi 
industrial and commercia gas 
ment and appliances which kh, 
come commercially ava lable 
October, 1958, or which /:ave | 
prototypes or field test 1 10d 
that date. 

Mr. Payne adds that ci rtain 
ment categories—gas air condi 
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DICK & MERLE-SMITH 


BACHE & CO. 

R.S. DICKSON & COMPANY 
INCORPORATED 

BURNHAM AND COMPANY 

WM. E. POLLOCK & CO., INC. 


June 15, 1960. 





LADENBURG, THALMANN & CO. 


The offering is made only by the Prospectus. 


$50,000,000 


due June 1, 1990 


Dated June 1, 1960 


HALSEY, STUART & CO. INc. 


AMERICAN SECURITIES CORPORATION 


This announcement is not an offer to sell or a solicitation of an offer to buy these securities. 


Consolidated Edison Company 
of New York, Inc. 


First and Refunding Mortgage Bonds, 434% Series R, 


Price 100.799% and accrued interest 


The Prospectus may be obtained in any State in which this announcement is circulated from only such 
of the undersigned and other dealers as may lawfully offer these securities in such State. 


BEAR, STEARNS & CO. 


EQUITABLE SECURITIES CORPORATION 


GREGORY & SONS 


NEW YORK HANSEATIC CORPORATION 


SCHWABACHER & CO. 


SHELBY CULLOM DAVIS & CO. 


L. F. ROTHSCHILD & CO. 
SHEARSON, HAMMILL & CO. 


WERTHEIM & CO. 

BAXTER & COMPANY 

E. F. HUTTON & COMPANY 
J. C. BRADFORD & CO. 
JOHNSTON, LEMON 6 CO. 
COOLEY & COMFANY 

VAN ALSTYNE, NOEL & CO. 
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INDUSTRIAL PROGRESS—( Continued) 


erators, infra-red burners, and 
ispose es—have been deemed so 
tant ‘0 the industry that each 
facturcr in these fields has been 
exhibit one of his latest 
ost alvanced models. 
umber of gas utility companies 
heen invited to show significant 
developments they have intro- 
for ‘heir own use, including 
ces, -ystems, methods and pro- 
es, tovls and special devices. 


G-E Appointments 


RLES C. THOMAS has been 
ted nianager of a newly formed 
r Plant Engineering Operation, 
ling to an announcement by 
}F. Young, Manager of General 
i’s Electric Utility System En- 
ing and Planning Operation. 
| Young said that the new op- 
will “concentrate and _ inte- 
General Electric skills and 
k in the engineering of modern 
plants, in order to better serve 
ectric utility industry and the 
ry’s consulting engineers.” 
rod A. Carlson has been ap- 
das Manager-Electric Utility 
ransportation Sales for G-E’s 
urbine Department according 
hitman Ridgway, Manager- 
eting for the department. 
. Carlson replaces Clark M. 
t who is devoting full time to 
airmanship of the Gas Turbine 
tment’s business planning team. 


Fold Increase in Power 
Industry in Next 36 
Years Predicted 


RING a “catastrophic war” 
will be a ten-fold increase in 
¢ power consumption in this 
y in the next 36 years, Lee A. 

director of engineering, 


Westinghouse Electric Co., East 
Pittsburgh, Pa. predicted recently. 
Mr. Kilgore’s forecast was made as 
he received the 1959 Lamme Gold 
Medal at a recent meeting of the 
American Institute of Electrical En- 
gineers. 

The Medal, founded on a bequest 
by Benjamin G. Lamme, chief engi- 
neer of the Westinghouse Electric 
and Manufacturing Co. (Now Wes- 
tinghouse Electric Company), was 
presented Mr. Kilgore “for meri- 
torious achievement in the design of 
electrical machines; more specifically, 
for analysis of synchronous machine 
reactances; for invention of special 
armature windings; and for inven- 
tions and designs related to large ad- 
justable speed alternating current 
motors.” 

Since Mr. Lamme’s death, 36 years 
ago, electric power consumption has 
increased ten-fold and the “same dy- 
namic factors which have doubled 
most industries every 20 years and 
the power generation industry every 
10 years are still at work,” he said. 

Higher standards of living and in- 
creasing mechanization and automa- 
tion of industry and services are two 
of these dynamic factors, Mr. Kilgore 
pointed out. The increased need for 
chemicals, all kinds of material and 
water for industry will carry the elec- 
tric load curve on up for many years. 

“Two big factors of the near fu- 
ture we can see clearly and they are 
the growth of air conditioning and 
electrical heating. Even lighting, and 
especially highway lighting, is still a 
growing load. We can’t see the new 
inventions ahead comparable to radio 
and television, but they will come for 
our research and development efforts 
have been increased many fold. Many 
large manufacturing companies def- 
initely recognize that they are going 
to have new products for the future. 


t may be hard for us to conceive, but 
barring a catastrophic war, we can 
expect the next 36 years to bring an- 
other ten-fold increase in power.” 

Mr. Kilgore forecast “major 
changes” in methods of generating 
electric power, such as thermoelec- 
tric and magnetohydrodynamic gen- 
erators, but said that “it is very likely 
that the major portion of the Kw ca- 
pacity installed in the next 25 years 
will still be in the form of rotating 
generators, whatever the prime mover 
or the fuel may be.” 

Digital computers will take over 
the job of starting and controlling the 
“even more complicated power sta- 
tions as well as large industrial pro- 
cessing plants,” he said. 


Aluminum-Sheath Cable Joint 
With Mechanical Housing 


ALL the materials required to make 
sealed pressure-tight joints for oil- 
or gas-filled low- and medium-pres- 
sure aluminum-sheathed cable are 
available in kit form from G & W 
Electric Specialty Co. Housings can 
be specified with 4-, 5-, 6-, 8-, and 10- 
inch diameters and with variable 
lengths for use with cable up to 
54 inches OD. The housings require 
no soldering or welding for attach- 
ment to cable sheaths but rather 
depend upon “O”- ring and compres- 
sion-gasket seals, reducing skills re- 
quired for installation. 

Mechanical strength and hermetic 
seal are obtained through internal 
split sheath clamps and compression 
glands. Bells fit snugly over cable 
sheath and housing to permit applica- 
tion of protective tape when jacketed 
sheath is used. 

For further information on these 
joint kits, write G & W Electric 
Specialty Company, 3500 West 127th 
street Blue Island, Illinois. 








Or-the-Job Training 


Breadth Development 


Well rounded 


t persennel are needed to lead 





the utility industry steadily forward. The P. U. R. Guide was 
created to fill the need for a strong link in understanding the 
non-technical aspects of utility operations. Join over 240 other 
gas, electric, telephone and water utilities which have en- 


rolled in this program. 


THE P.U.R. GUIDE 


Employee Information 


Public Utilities Reports, Inc. 


Organizational Planning 


Supervisory Indoctrination 


332 Pennsylvania Bidg., Washington, D. C. 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 








64 years of leadership in property valuation 
me AMERICAN APPRAISAL company 


Home Office: Milwaukee 1, Wisconsin 
Offices in 18 cities coast-to-coast 














CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
1500 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI (SINCE 1915) 








BONI, WATKINS, JASON & CO., INC. 


Economic & Management Consultants 


80 Pine Street 919 Eighteenth St., N.W. 
New York 5, N. Y. Washington 6, D. C. 


Rate Cases Management and Market Studies Rate of Return Analysis 
Cost of Service Determination Economic and Financial Reports 








BURNS and ROE, Inc. 
ENGINEERS e CONSULTANTS e CONSTRUCTORS 


_ nil = 
! | . Engineering and Design © Research and Development © Construction © 
| Electric, Steam and Hydro Plants ¢ Aeronautical and Missile 


Facilities © Surveys ©@ Nuclear, Chemical and Industrial Plants ¢ 
\ tt BOE Transmission © Distribution @ Reports 
ee 160 WEST BROADWAY, NEW YORK 13, NEW YORK 
Washington, D. C, ° Hempstead, L. I. * Santa Monica, Calif. 








SERVICES INC. Management and Business Consultants 
300 Park Ave., New York 22, N. Y., MUrray Hill 8-1800 


Common wealth 1 Main St., Houston 2, Texas, CApital 2-9171 
1612 K St., N.W., Washington 6, D. C., STerling 3-3363 


ASSOCIATES INC. Consulting and Design Engineers 
Commonwealth Building, Jackson, Mich., STate 4-6111 








DAY & ZIMMERMANN. INC. 


ENGINEERS & CONSTRUCTORS 
NEW YORK PHILADELPHIA CHICAGO 


Design — Electric Line Construction — Management — Reports and Valuations 











Mention the FortNiGHTLY—It identifies your inquiry 
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(continued) 


- Design 

- Engineering 

- Construction 
DRAKE & TOWNSEND 


Incorporated 
11 WEST 42ND STREET, NEW YORK 36, N.Y. 


LP-gas 
peak shaving 
EMPIRE GAS and stand-by 
P plants for 
ENGINEERING CO... .. ce a 
P.O. Box 1738. evanay.-cf + Industry 


. + design 
Attanta 1. Georgia seman iction 





Ford, Bacon & Davis 


VALUATION ee in CONSTRUCTION 


NEW YORK @ MONROE, LA. @ CHICAGO @ SAN FRANCISCO 














FOSTER ASSOCIATES, INC. 


Rate Cases @ Cost of Service and Other Regulatory Methods 
Rate of Return Analyses @ Rate Design 
Natural Gas Field Price Problems © Economic and Financial Reports 


1523 L STREET, N.W. 326 MAYO BUILDING 403 EMPIRE BUILDING 
WASHINGTON 5, D. C. TULSA 3, OKLAHOMA CALGARY, ALBERTA 








Francisco & J AcoBus 


ENGINEER & ARCHITECT 


Specializing in the location and design of 
Customers Sérvice Centers and Operating Headquarters 


New York WESTBURY CLEVELAND TUCSON 














GIBBS & HILL, inc. 


Consulting Engineers 


DESIGNERS ¢ CONSTRUCTORS 
PENNSYLVANIA STATION NEW YORK 1, N. Y. 











(Professional Directory Continued on Next Page) 
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(continued) 








ENGINEERS and CONSULTANTS 


525 LANCASTER AVE. 
FOUNDED 1906 READING, PA. 


WASHINGTON « NEW YORK 


GA GILBERT ASSOCIATES, INC. 














W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depr Stud 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. Y. 

















HARZA ENGINEERING COMPANY 
. Consulting Engineers 
Calvin V. Davis Richard D. Harza E. Montford Fucik 


REPORTS — DESIGN — SUPERVISION 
HYDROELECTRIC PLANTS AND DAMS — TRANSMISSION LINES — FLOOD CONTROL — 
GATION — BIVER BASIN DEVELOPMENT 


400 West Madison Street Chicago 6, Illinois 











HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 


1350 HOLLY AVENUE e COLUMBUS, OHIO 














JENSEN, BOWEN & FARRELL 


ENGINEERS 


APPRAISALS — DEPRECIATION STUDIES — PROPERTY RECORDS 
COST TRENDS — SPECIAL STUDIES — REPORTS 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
Michigan Theatre Building Ann Arbor, Michigan NOrmandy 8-7778 














Personalized Piping System Flexibility Analyses 


Piping flexibility studies made with Available on a confidential basis 
Kellogg’s electronic computer, to consulting engineers and engineering 


individualized on your company forms. departments. Write for details to: 
FABRICATED PRODUCTS SALES DIVISION 


The M. W. Kellogg Company, 711 Third Avenue, New York 17, N. Y. 
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Bek uljia n Copounlion 
|. Cre i, on a 2 a) ory aN os tk UC T.O:R8 S 
POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 
SURVEYS eo INVESTIGATIONS oe REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA 





William S. Leffler, Engineers Associated 
Utility Management Consultants for past 35 years Specializing in 
ELternic CLASS COST ANALYSES ‘or Developing CLASS RATES REGULATORY 
OF RETURN and UNIT COSTS for use in MUnIcian 
TELEFIONE RATE CASES AND MODERNIZATION of Rate Structures PROBLEMS 
Send for brochure: “The Value of Cost Analysis to Management’’ 
17 BAYWATER DRIVE DARIEN, CONN. 














N. A. LOUGEE & COMPANY 


Engineers and Consultants 


RATE CASES—APPRAISALS—DEPRECIATION STUDIES 
BUSINESS AND FEASIBILITY STUDIES—REPORTS 


120 Broadway New York 














MANAGEMENT SERVICES FOR THE TRANSIT INDUSTRY 


e complete management 


NATIONAL CITY ; 
pees @ consultation 


[MANAGEMENT] e special investigations 
NATIONAL CITY MANAGEMENT COMPANY 
Prudential Plaza — Suite 3500 ° Chicago 1, Illinois e MOhawk 4-6500 














Pioneer Service — Co. 


CONSULTING, DESIGNING AND Vs SPECIALISTS IN 
OPERATING ENGINEERS \ ACCOUNTING, FINANCING, RATES, 
PURCHASING w \ y INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET CHICAGO 4, ILLINOIS 











(Professional Directory Continued on Next Page) 
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Special Operating Studies 
Planning and Design 
Reports for Financing 

Economic Studies 


1025 Connecticut Ave., N.W., Washington 6, D.C 


Regulatory Representation ‘ — — 
’ _ 61 Broadway, New York 6, N.Y. _ : 





SANDERSON & PORTER 


CONSTRUCTION °* REPORTS fw 
SURVEYS 





NEW YORK 








CS eo oe To oe So oe eee ooo eee eo oo oo eo oo eT 


SARGENT & LUNDY 
ENGINEERS 


Consultants to the Power Industry 
@ STUDIES @ DESIGN @ SUPERVISION 
140 South Dearborn Street, Chicago 3, Ill. 


VUTOUT TTA 


VUCVATUDODUAUUDU OT UOA OAH 
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STANDARD RESEARCH CONSULTANTS, INC. 


Rate of Return © Valuations © Capital Costs 
Customer Surveys © Depreciation Studies 
Regional Economic Studies © Property Records 


345 Hudson St. Watkins 4-6400 New York 14, N. Y. 











NEW YORK 


STONE: WEBSTER Er 
CHICAGO 


ANLCHINI 44.41) CHILO) 420) -7-VELOTN| -horma 


SAN FRANCISCO 


DESIGN » CONSTRUCTION « REPORTS « APPRAISALS LOS ANGLES 
EXAMINATIONS » CONSULTING ENGINEERING caaeeae 





Whitman, Requardt and Associates 
Publishers of the HANDY-WHITMAN INDEX 
DESIGN—SUPERVISION OF PUBLIC UTILITY CONSTRUCTION COSTS, 
now in its 35th year and a companion publication the 
REPORTS—VALUATIONS HANDY-WHITMAN INDEX OF WATER UTILITY 
CONSTRUCTION COSTS 
BALTIMORE 2, MARYLAND 





1304 ST. PAUL STREET 
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BURNS & McDONNELL 


Engineers-Architects-Consultants 


4600 E. 63rd St. Trafficway 
Kansas City 41, Missouri 


LUTZ & MAY COMPANY 


Consuiting Dngsineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGNS—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 

















EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Pablic Utility Valuations, Reports ad 
Original Cost Studies 


910 Electric Building Indianapolss, Ind. 








MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 








ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 
CONSOLIDATED 
GAS anpd SERVICE CO. 


327 So. LaSalle St., Chicago 4, UL 








PITTSBURGH TESTING 
LABORATORY 
Radiography—Soils Mechanics 
Testing—Inspection—Analjysis 
Main Office, Pittsburgh, Pa. 

32 Laboratories in Principal Cities 








GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


Investigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—Iinsurance Surveys 


HARRISBURG, PENNSYLVANIA 


A. S. SCHULMAN ELEctric Co. 


Electrical Contracting Engineers 
founded 1890 
POWER STATION—INDUSTRIAL— 
COM MERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 


2316 S. MICHIGAN AVE., CHICAGO, TLL. 
Los Angeles Tampe 








INTERNUCLEAR COMPANY 


Nuclear consultants, engineers, and 
designers 
Economics of Nuclear Power, Reactor 
Analysis and Design, Shielding, 
Special Applications 


Clayton 5 Missouri 





SVERDRUP & PARCEL 
Engi s&C ltants 
Design, Construction Supervision 
Steam and Hydro Power Plaats 
Power Systems—industrial Plants 
Studies—Reports 


San Francisco ° 





St. Louis ° Washiagtos 











Jackson & Moreland, Inc. 


Jackson & Moreland International, Inc. 
Engineers and Consultants 


ELECTRICAL—MECHANICAL—STRUCTUBAL 
DESIGN AND SUPERVISION OF CONSTRUCTION 


FOR 
UTILTY, INDUSTRIAL AND ATOMIC PROJBCTS 
SURVEYS—APPRAISALS—REPORTS 


MACHINE DESIGN TECHNICAL PUBLICATIONS 
BOSTON — WASHINGTON — NEW YORK 








A. W. WILLIAMS INSPECTION CO., INC. 


Specialized Inspection Service 





Poles, Crossarms, Lumber, Piles, Crossties 
Preservative Treatment and Preservative Analysis 


208 Virginia St., Mobile, Ala. 
New York St. Louis Pertiand 
inspector: stationed throughout the U.S.A. 
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There will never be a day 


ea we say [his Is Good Enough” 


Standing still might seem like an 
ea.y way to run the telephone business. 
Bit nothing ever stands still. If a busi- 
ness doesn’t go ahead it goes back. 


‘Telephone service has never been so 
fast, convenient and dependable as right 
now. Yet the Bell System cannot for a 
minute be complacent—and we are not. 


Telephone service is far too valuable 
to millions of people and the country for 
us to let up on anything. There is still 
much to do to expand present service. 
The needs of tomorrow call for a tre- 
mendous increase in telephone facilities. 


A vital necessity is the money to 
keep going ahead. For without adequate 
profits there is no possible way to do 
the whole job, and the best job, for 
everyone. 


Actually the telephone user is one of 
the biggest gainers when the telephone 
company makes an adequate profit. 


By assuring the money for research, 
and promoting the efficiencies and econ- 
omies of long-range planning, it enables 
us to give you better service at a lower 
price than would be possible in any 
other way. 


NEW ADDITIONS to Bell System service are shown below. Many thousands of Call Directors are already 
e. The Princess has proved a great success wherever it has been introduced and will be available na- 
later ‘his year. The Home Interphone will also introduce new convenience and distinction later this year. 


€ss.. \e newest Bell telephone. 
B little «'s lovely. It lights. 


The Call Director... for fast, easy handling 
of outside and interoffice calls. 


BELL TELEPHONE SYSTEM 


8 : Ry ae 
Home Interphone connects all phones in 
house. Also has speaker at front door. 
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Which Pioneer service do you need 
to complement your own staff? 


ral 
— QA 





DESIGN AND CONSULTING ENGINEERING SERVICES 

Pioneer specializes in designing power plants and offers design service for fossil 
fuel, hydro and atomic plants. It will also assist in forecasting load growth, i 
site selection, in purchasing and expediting of equipment and construction 
management. Pioneer’s other services include substation, transmission and 
distribution studies and design. 


SERVICES IN REGULATORY MATTERS 

Pioneer offers its services in all phases of Federal, State and local utility regula- 
tion, including natural gas and electric rate matters, certificate proceedings, 
licensed project accounting requirements, depreciation studies for rate case 
and income tax purposes, cost allocations and special studies. 


CORPORATE SERVICES 
Pioneer offers its services as business and management consultants; stock transfer 
and dividend disbursing agents; financial, accounting and tax consultants, 


Write for Booklet ‘‘PIONEERING NEW HORIZONS IN POWER” 


Serving Electric Utilities and 
industrial Power Users Since 1902 


Pioneer Service & Engineering Co. 


231 SOUTH LA SALLE STREET ¢ CHICAGO 4, ILLINOIS 














